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OUR MISSION 
To create value for shareholders by focusing on cleaner energy solutions, such as: 
1. Production of cleaner burning fuels from natural gas using proven GTL technology. 
2. Natural gas and oil exploration and production in the United States. 
3. Natural gas and enhanced recovery developments on a production-sharing basis with 
national energy companies. 


\ \ 


\ 
Poised for Growth \ \ 


Since joining the company in 1998, we have pursued the goal of growing vahhoe into a large successful 
energy company by pursing strategies that provide for cleaner burning energy, solutions. Our key growth 
strategies are focused in the United States, China and the Middle East. During 2001 we made considerable 
progress and as we move into 2002, Ivanhoe is poised for explosive growth as each of our key strategies 
matures toward definitive agreements and valuable projects. Already, interest among professionals on Wall 
Street is growing, as evidenced by continued support from our major shareholders and increased research 
coverage. 


In both California and Texas we began drilling important exploration targets that are focused n cleaner 
burning natural gas. Our California exploration portfolio has now grown to over 25 prospects with an esti- 
mated gross reserve potential of more than eight trillion cubic feet equivalent. We began our first deep-gas 
test at Northwest Lost Hills targeting the highly prospective Temblor formation. In 2002, we will continue to 
drill there and on other natural gas prospects from our exploration portfolio. \ \ 


\ 
In Texas, we have started exploring on our extensive acreage position in the East Texas Bossier gas play, After 
forming a 50/50 joint venture with Unocal, which combined lvanhoe's leasehold position with Unocal's abil- 
ity to manage a large drilling program, we drilled two wells at our Cresslen Ranch prospect, In 2002, we plan 
to further evaluate the Cresslen Ranch finds and to continue drilling additional prospects from our explo- 
ration portfolio. \ \ 


\ 
\ \ 


Another of our key growth strategies is centered on China. For the past year or so, Ivanhoe has been iy 
ducting pilot tests on enhanced oil recovery projects in the Dagang and Daqing fields and also evaluating 
data for primary natural gas development in the prolific Sichuan basin. Development of the Dagang field is 
under review now and we expect to have definitive production-sharing contracts for our os large blocks 


in Sichuan province during the first half of 2002. \ 


Considerable progress has been made in our discussions with national petroleum companies for cote 
uids projects in the Middle East. In Qatar, we are proposing to build a facility that could produce approxi| 
mately 185,000 barrels a day of ultra clean transportation fuels and another 155,000 equivalent barrels a day | 
of natural gas liquids. This would be the largest facility of its kind in the world and is expected to generate 
revenues in excess of $10 million dollars per day. Additionally, we began exploring financial and\ marketing 
opportunities in Japan with a commercialization study to investigate the utilization of the products from the 
proposed Qatar project. j 
Discussions also continue for smaller GTL projects on the Mediterranean coast of Egypt and elsewhere. So 
we remain strongly committed to the growth opportunity in providing clean transportation fuels re natu- 
ral gas. Engineering advances have dramatically reduced the capital costs of producing these ultra-clean 
green fuels from natural gas. Our vision, experience and determination combined with tighter environmen- 
tal standards to improve air quality will put lvanhoe Energy in the vanguard of the green fuels megatrend. 


Finally, as further evidence of our corporate maturity, we were very pleased to add Howard Balloch to the 
Board of Directors. Mr. Balloch will contribute an enormous amount of experience and leadership as we pur- 
sue our business objectives. 
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David Martin Leon Daniel 
Chairman President & CEO 


As we have defined in our mission, we are striving to cre- 
ate value for shareholders with a global focus on natural 
gas-based strategies. From these strategies we have 
- developed objectives with short, medium and long-term 
‘ jmpacts on our business. , 


Our short-term objective is to focus on areas where production can be 
achieved quickly and efficiently to create cash flow to fund operations 
and allow us to pursue our medium and long-term objectives. To date, 

we have established production in the Spraberry Trend of West Texas, at 
South Midway Sunset in the San Joaquin Basin of California and at the 
Dagang enhanced oil recovery project in China. Our medium term objec- 

tive is focused on the deep natural gas potential of the San Joaquin Basin 
of California, the Bossier gas sands of East Texas and the Sichuan Basin of 
China. Our long-term objective is to become a leader in the development 
of gas-to-liquids (GTL) projects.We foresee rapidly increasing future demand 
for clean energy as environmental 
regulations become more strin- 
gent and the world's supply of 
crude oil becomes more sour and 
heavy. We plan to apply 
Syntroleum's proprietary GTL tech- 
nology in the production of envi- 
ronmentally-clean synthetic fuels 
from stranded natural gas 
deposits, which would otherwise 
be uneconomic to exploit. 


Ivanhoe has advanced each of 
these objectives during the past 
year and is now poised for explo- 
sive growth as each project 
matures and its value becomes 
apparent to the financial commu- 
nity, our peers and the general 
public. 


US Development Projects 


Our investment in these conventional oil and gas projects are primarily designed to provide 
~ immediate cash flow from low-risk, low-cost developments with existing infrastructure. While 
not all our operations are natural gas based, the cash flow generated is providing support for 
our emerging natural gas exploration and production activities and our gas to liquids 
programs. 3 


Spraberry, West Texas 

In April 2000, we entered into a partnership to jointly develop over 10,000 gross acres of oil 
_and gas exploration properties in the Spraberry Trend of the West Texas Permian Basin. As of 
_ the end of 2001, thirty wells had been drilled in the Spraberry field, which produced more 
than 725 barrels of oil equivalent per day in the fourth quarter. Following a pause in our 
development drilling to evaluate production performance and to await higher oil prices, we 
have recently resumed drilling in the Apache Flats area of the trend. 


South Midway Sunset, California 
During 2001, we continued our 
planned development drilling 
program in the South Midway 
Sunset Field located in Kern 
County, California. lvanhoe's lease 
produced approximately 450 bar- 
rels of oil per day from 29 wells 
during the fourth quarter of 2001. 
In addition, we were very encour- 
aged by a cyclic steam injection 
project, which more than doubled 
production rates in the five wells 
that were treated in an initial pilot 
program. A full-scale cyclic steam 
project is now being planned and 
should commence during the first 
half of 2002. As operator, we own a 
100% working interest and a 93% 
net revenue interest in the 
project. 


US EXPLORATION 


Ivanhoe Interest Acreage 
@ Oil Fields 
@ Gas Fields 
© Prospects 


California Exploration Portfolio 

A valuable and unique quality of our California exploration program arises from the opportunity to prospect 
for new gil and gas potential beneath existing fields in the San Joaquin Basin - one of the most prolific oil and 
gas producing regions in the Lower 48 states. We gained this opportunity in 1998, when we acquired rights 
to an exploration agreement with Aera Energy LLC, California's largest oil and gas producer, in an area of more 
than 250,000 acres in the San Joaquin Valley. This agreement gave us access to a significant inventory of 
exploration, seismic and technical data for the purpose of identifying drillable exploration prospects.We have 
a right to participate in all of the drillable prospects that have been presented to Aera. 


Since 1998 and prior to the term of this agreement expiring in 2001, lvanhoe has identified over 40 separate 
prospects and leads within 14 outlined prospect areas covering approximately 72,800 acres. We estimate 
that the top 25 drillable prospects out of this exploration portfolio will expose Ivanhoe to a gross reserve 
potential for eight trillion cubic feet equivalent of natural gas. To date, only two prospects from this portfolio 
have been or are being tested. The well at our Northwest Lost Hills prospect is currently drilling while the 
Belgian Anticline prospect was drilled unsuccessfully in 2001. 


Northwest Lost Hills 

The Northwest Lost Hills 1-22 well, located in Kern County and operated by 
Aera, began drilling in August 2001. The well has been designed to fully eval- 
uate the natural gas and condensate reserve potential of the deep Temblor 
formation and reach a depth of approximately 20,000 feet. Our well location 
lies on trend with, and several miles northwest of, the Bellevue No. 1 blowout 
well that indicated the potential for huge gas reserves in the Temblor 
formation. 


This high profile well was initially drilled to a depth of 18,400 feet and encoun- 
tered the top of the Temblor formation objective. However, prior to the setting 
of casing, geological information from this portion of the Temblor formation 
indicated that the bottom hole could be placed in a more structurally favor- 
able location. The well was successfully sidetracked and drilled to the top of 
the Temblor at 17, 040 feet. At that point, casing was set from the surface to 
the bottom of the hole in order to maintain well control while drilling into the 
high pressure sands expected in the objective formation. In the 9,600 gross 
acres encompassing the Northwest Lost Hills prospect, we hold an average 
working interest of 38% and a 42% working interest in the well that is cur- 
rently drilling. 


Ivanhoe had become interested in the deep-gas potential of the San Joaquin 
Basin well before the play was highlighted by the Bellevue No. 1 well, which 
blew out after encountering the Temblor formation in 1998. This well contin- 
ued to flare natural gas and condensate for more than four months with esti- 
mated initial flow rates of more than 100 million cubic feet per day. The oper- 
ator, Berkley Petroleum (acquired by Anadarko Petroleum in March 2001), has 
since drilled four follow-up wells to further test the Temblor, but with limited 
success. However, the East Lost Hills # 1 well was successfully completed in 
February 2001 and began flowing with initial rates of 15 million cubic feet 923 
barrels of condensate per day. 


Deep Gas Drilling at Lost Hills 
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Bossier Gas Play - East Texas 
During 2001, Ivanhoe formed a 50/50 partnership with Unocal to begin drilling exploration 
wells and we expanded our mineral rights in the Bossier Trend to over 58,000 gross acres. In 
return for our contribution of acreage and up front exploration costs, Unocal will be the oper- 
ator and spend the first $10 million toward exploration drilling. Based upon pre-adrill cost esti- 
mates, lvanhoe should be carried on the first five or more wells drilled. After investment equi- 
librium is reached, the companies will equally share exploration and development costs. 
Together we have defined several additional prospective areas over this acreage position, 
which are primarily located in Henderson, Anderson and Freestone counties. 


Creslenn Ranch 


Lone Star 


BOSSIER 


The first two wells we drilled are located on the Creslenn Ranch \prospect in Henderson 
County. Both wells encountered Bossier sand formations that indicated the potential for nat- 
ural gas production. Fracturing and testing operations are underway on the 2-Trintiy 
Materials well. Evaluation of these results will determine the completion methods for the 1- 
Trinity Minerals well. While the Creslenn Ranch wells are being evaluated, the drilling rig has 
been moved south to Freestone County where drilling has commenced on the Lone Star 
prospect. | 


With proximity to the extensive infrastructure, our Bossier drilling program\has the opportu- 
nity to provide meaningful, near-term growth in our production and revenues from natural 
gas. The Bossier sand is a large, contiguous interval in an area of East Texas that has shown to 
have a high probability of success based upon existing well control. Based\ upon industry 
activity to date, primarily in Freestone County, a typical Bossier well produces between two 
and four million cubic feet of natural gas per day. Additionally, each of our prospects contains 
valuable secondary objectives at depths above the Bossier. | 
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Gas-to-Liquids 


GTL technology converts natural gas into liquid: synthetic fuels that are free of sul- 
fu le and aro 
_ European Union 


matics - greatly exceeding new and proposed U.5., Japanese and 
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nergy companies, including BP, Shell, Sasol and Chevron, that they 
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of the green fuels megatrend. 


he benefits of GTL technology are becoming 


‘very clear. GTL has the potential to convert the trillions of cubic feet of stranded 


gas in the world into billions of barrels of economic value. Countries that control 
the gas will realize great value from the investment, jobs and revenue that will 
result from the development of these deposits. Furthermore, the products and 
fuels from GTL plants can be transported and sold through conventional tanker, 
pipeline, storage facilities and retail distribution systems. The GTL process yields 
the highest quality synthetic hydrocarbons that can be used directly as a fuel, ina 
normal diesel engine, or blended with lower quality crude-derived diesel fuel to 
help it meet more stringent environmental and performance requirements. 
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The Syntroleum Process 

In 2000, we acquired a non-exclusive master license entitling us to use Syntroleum's propri- 
etary GTL process in an unlimited number of projects in most areas of the world with unlim- 
ited production volume festrictions but excluding North America, China and India. In the 
patented Syntroleum process, natural gas is mixed with compressed air and steam to produce 
a synthetic gas. Then, through a catalytic reaction, the gas is converted to a range of ultra- 
clean synthetic oils that can be further refined to produce transportation fuels and hydrocar- 
bon products. Potentially valuable by-products include heat, which can be used to produce 
electricity, and agricultural-grade water. The Syntroleum process is a cost-effective refine- 
ment of GTL technology that has been in use for generations. A major advantage is that the 
process uses compressed air instead of pure oxygen to facilitate the conversion reaction, sub- 
stantially reducing the capital costs and vastly improving the safety of the process plants. 
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GTL - Qatar 


/ / 

GTL Projects in Qatar and Egypt 

During 2001,we undertook detailed project feasibility studies for the construction, operation 
and cost of world- class) GTL plants in both Qatar and Egypt.. The study for Qatar included the 
development of offshore gas, bringing that gas to shore and dehydrating it, provision for gas 
liquids extraction via, a Natural Gas Liquids Plant, provision for a 185,000 barrel per day GTL 
Plant, and product storage and offloading facilities. Our primary proposal is designed to pro- 
vide the maximum amount of GTL product. Additionally, from the process, we also would be 
able to provide © oy ASST) power and water to the local community. 

| 

Ivanhoe has ee ker a commercialization study in Japan to investigate the optimum 
commercial structure for utilization of GTL and NGL products produced in lvanhoe's planned 
Qatar project. The study will include identifying the role that Japanese companies can play as 
purchasers of the products, and competitive suppliers of equipment, materials, services and 
finance in the project. Ivanhoe initiated the study by signing a Memorandum of 
Understanding, with Inpex and Mitsui. Other companies will be invited to participate in the 


study to obtain the broadest scope and input. 


GTL - Egypt 


While many of the feasibility studies undertaken for Qatar have applicability to Egypt, addi- 
tional studies undertaken for Egypt contemplate the gas being purchased, rather than devel- 
oped, and the plant size is forecast at 90,000 Bbl/d. In addition, we conducted two marketing 
and transportation feasibility studies. Marketing studies were conducted for both Europe and 
the Asia-Pacific regions for GTL diesel and naphtha. Markets within these regions were iden- 
tified and premiums for the GTL ultra-clean fuels were estimated. Product forecasts from 
these studies will be used as the basis for evaluating the commerciality of each of the GTL 
projects. The results of these studies are to be utilized during the course of commercial dis- 
cussions, which should continue during the first half of 2002. 
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Artist concept of proposed Qatar GTL plant 
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Using independent engineers, we contin- 
_ ued to evaluate the data available from the 
‘wells drilled by the Chinese government 
_and prepared a report that was submitted 
to PetroChina before the end of 2001. 
Information obtained from our evaluation 
_and block review will be used to formulate 
a development plan, which in turn will be 
the basis for our discussions with 
“PetroChina covering our exclusive 
arrangement in the three current areas of 
interest. 


_Dagang Project : 
At the Dagang project in 2001, we completed a successful pilot test phase during which we 
| were able to produce our wells at rates about 300% higher than the existing wells nearby. 
_ During the fourth quarter, we produced more than 400 barrels of net oil per day. The crude is 
being sold for U.S. dollars to CNPC at approximately $2.00 per barrel less than the West Texas 
; Intermediate price. Based upon the results of the pilot test, lvanhoe has submitted an overall 
development plan to Chinese regulatory authorities for their approval, which is expected dur- 
| ing the first half of 2002. The development phase, scheduled to commence once all necessary 
| approvals have been received, contemplates the investment of up to $185 million to drill 115 
new wells and to rework approximately 29 of the 82 existing wells over the next several years. 
Gross daily oil production rates are expected to grow to over 20,000 barrels per day. Under the 
contract, we will operate the project and fund 100% of the development costs to earn 82% of 
| the net revenue until cost recovery, at which time our entitlement will be reduced to 49%. 
However, as with our oil developments in the U.S., we have the option of waiting for improved 
long-term crude prices before we commence the development phase at Dagang. 


LEADERSHIP 


David Martin, Chairman 

Part of the founding team at Occidental Petroleum, Mr. Martin was President & 
CEO of Occidental Oil & Gas Corporation, of California, from 1986 to 1996. He also 
was former Executive Vice-President and a director of Occidental Petroleum 
Corporation, and a Director of Canadian Occidental Petroleum. A geologist, with 
39 years of international experience in the oil and gas industry, 26 of them in 
senior management positions with Occidental Petroleum Corporation. 


Leon Daniel, President & CEO ) 

A petroleum engineer and specialist in enhanced oil-recovery techniques, Mr. 
Daniel was formerly Executive Vice-President of Worldwide Business 
Development for Occidental Oil and Gas from 1996 to 1998 and President, 
Occidental Engineering Co., between 1993 and 1996. His 40 years of experience 
in the oil and gas industry include successful oil-field projects in Qatar, Venezuela, 
Libya, the North Sea, Colombia, Russia and the U.S. 


Robert M. Friedland, Deputy Chairman 

An international financier, and President of Ivanhoe Capital Corporation, Mr. 
Friedland has been associated with resource and technology ventures for 20 
years. He was named Developer of the Year in 1996 by the Prospectors and 
Developers Association of Canada for his work in establishing and financing inter- 
national mining and exploration companies, including Diamond Fields Resources, 
whose Voisey's Bay nickel deposit was sold to INCO Limited for CDN$4.3 billion. 


John Carver, Director 

Mr. Carver, a petroleum geologist, was Senior Vice-President of Worldwide 
Exploration for Occidental Oil & Gas between 1994 and 1997. His 40 years of 
experience in the oil and gas industry include 25 years as a senior executive 
involved in international exploration for Occidental. 


John O'Keefe, CFO 


Mr. O'Keefe has nearly 30 years experience in the energy industry, which has 
included responsibilities for financial planning and analysis, investor relations, 
corporate finance, treasury, accounting and auditing. He is also lvanhoe's 
Executive Vice-President of Investor Relations, and was formerly Vice-President, 
Investor Relations, with Santa Fe Snyder and Oryx Energy, both of Texas. 
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CURRENCY AND EXCHANGE RATES 


Unless otherwise specified, all reference to “dollars” or to “$” are to United States dollars and all 
references to “Cdn.$” are to Canadian dollars. The closing, low, high and noon buying rates in New York 
for cable transfers for the conversion of Canadian dollars into United States dollars for each of the four 
years ended December 31, 2001 as reported by the Federal Reserve Bank of New York were as follows: 


2001 2000 1999 1998 1997 
CIOS Te chad es oa IN atc aed ge ce a a a $0.6279 $0.6669 $0.6925 $0.6504 $0.6999 
LINE]. oa peat aaa Repeat tse On anh Aka canis ceria moa add $0.6241 $0.6410 $0.6441 $0.6341 $0.6945 
“15 1 cae ara Aer ao Be pea $0.6697 $0.6969 $0.6925 $0.7105 $0.7487 
BMOTAGCUNOON i ete ee te ee ee ene $0.6457 $0.6730 $0.6730 $0.6714 $0.7198 


The average noon rate of exchange reported by the Federal Reserve Bank of New York for conversion of 
United States dollars into Canadian dollars on March 1, 2002 was $0.6278 ($1.00 = Cdn.$1.5929). 
Exchange rates are based upon the noon buying rate in New York City for cable transfers in foreign 
currencies as certified for customs purposes by the Federal Reserve Bank of New York. 


ABBREVIATIONS 


As generally used in the oil and gas business and in this Annual Report, the following terms have the 
following meanings: 


Boe = barrel of oil equivalent MMBI/d =million barrels per day 

Bbl = barrel MMBtu) =million British thermal units 
MBbl = thousand barrels Mcf = thousand cubic feet 
MMBbI =million barrels MMcf = million cubic feet 

Bbl/d = barrels per day Mcf/d = thousand cubic feet per day 
MBblI/d = = thousand barrels per day MMcf/d =million cubic feet per day 


When we refer to oil in “equivalents,” we are doing so to compare quantities of oil with quantities of gas 
or to express these different commodities in a common unit. In calculating Bbl equivalents, we use a 
generally recognized standard in which one Bbl is equal to six Mcf. 


SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS 


Certain statements in this document are “forward-looking statements”. Such forward-looking statements 
involve known and unknown risks, uncertainties and other factors which may cause our actual results, 
performance or achievements, or other future events, to be materially different from any future results, 
performance or achievements or other events expressly or implicitly predicted by such forward-looking 
statements. Such risks, uncertainties and other factors include, but are not limited to, our short history of 
limited revenue, losses and negative cash flow from our current exploration and development operations 
in the United States and China; our limited cash resources and consequent need for additional financing; 
uncertainties regarding the potential success of our oil and gas exploration and development projects in 
the United States and China; uncertainties regarding the potential success of gas-to-liquids technology; 
oil price volatility; oil and gas industry operational hazards and environmental concerns; government 
regulation and requirements for permits and licenses, particularly in the foreign jurisdictions in which we 
carry on business; title matters; risks associated with carrying on business in foreign jurisdictions; 
conflicts of interests; competition for a limited number of promising oil and gas exploration properties 
from larger more well financed oil and gas companies; and other statements contained herein regarding 
matters that are not historical facts. Forward-looking statements can often be identified by the use of 
forward-looking terminology such as “may”, “will”, “expect”, “intend”, “estimate”, “anticipate”, “believe” 
or “continue” or the negative thereof or variations thereon or similar terminology. 
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ENFORCEABILITY OF CIVIL LIABILITIES 


We have been organized under the laws of Canada and our executive offices are located in British 
Columbia, Canada. Some of our directors, controlling persons and officers and representatives of the 
experts named in this Form 10-K Annual Report reside outside the United States and a substantial 
portion of their assets and our assets are located outside the United States. As a result, it may be 
difficult for you to effect service of process within the United States upon the directors, controlling 
persons, officers and representatives of experts who are not residents of the United States or to enforce 
against them judgments obtained in the courts of the United States based upon the civil liability 
provisions of the federal securities laws or other laws of the United States. There is doubt as to the 
enforceability in Canada against us or against any of our directors, controlling persons, officers or experts 
who are not residents of the United States, in original actions or in actions for enforcement of 
judgments of United States courts, of liabilities based solely upon civil liability provisions of the U.S. 
federal securities laws. Therefore it may not be possible to enforce those actions against us, our directors 
and officers or experts named in this Form 10-K Annual Report. 


RISK FACTORS 


We are subject to a number of risks due to the nature of the industry in which we operate, the present 
state of development of our business and the foreign jurisdictions in which we carry on business. The 
following factors contain certain forward-looking statements involving risks and uncertainties. Our actual 
results may differ materially from the results anticipated in these forward-looking statements. 


We have a history of losses and must generate greater revenue to achieve profitability. 


We commenced operations in 1997 and have been involved in two start-up situations in Russia and the 
United States. Like most start up companies we have incurred losses during our start up activities. Our 
current revenues are insufficient to fund our medium and long-term business plans. 


We might not be successful in acquiring and developing new prospects and our exploration and 
development properties may not contain any significant proved reserves. 


Our future success depends upon our ability to find, develop and acquire additional economically 
recoverable oil and natural gas reserves. The successful acquisition and development of oil and gas 
properties requires proper forecasting of: 


* an assessment of recoverable reserves, 

¢ future oil and gas prices and operating costs, 

¢ potential environmental and other liabilities, and 
¢ productivity of new wells drilled. 


These assessments are inexact. As a result, we might not recover the purchase price of a property from 
the sale of production from the property, or might not recognize an acceptable return from properties 
we acquire. Our estimates of exploration, development and production costs can be affected by such 
factors as: 


¢ permitting regulations and requirements, 

¢ weather, environmental factors, 

e unforeseen technical difficulties, and 

¢ unusual or unexpected formations, pressures and work interruptions. 


Exploration and development involves significant risks. Few wells which are drilled are developed into 
commercially producing fields. Substantial expenditures may be required to establish the existence of 
proved reserves, and we cannot assure you that commercial quantities of oil and gas deposits will be 
discovered sufficient to enable us to recover our exploration and development costs or be sufficient to 
sustain our business. 


Expansion of our operations will require significant capital expenditures for which we may be unable 
to provide sufficient financing. Our need for additional capital may harm our financial condition. 


We will be required to make substantial capital expenditures to develop our existing reserves and to 
discover new oil and gas reserves. Historically, we have relied, and continue to rely, on external sources 
of financing to meet our capital requirements, to continue acquiring, exploring and developing oil and 
gas properties and to otherwise implement our corporate development and investment strategies. We 
have, in the past, relied upon equity capital as our principal source of funding. In October 2001, we 
completed approximately $18 million in equity financing. We plan to obtain the future funding we will 
need through debt and equity markets, but we cannot assure you that we will be able to obtain 
additional funding when it is required. We also make offers to acquire oil and gas properties in the 
ordinary course of our business. If these offers are accepted, our capital needs may increase substantially. 
If we fail to obtain the funding that we need when it is required, we may have to forego or delay 
potentially valuable opportunities to acquire new oil and gas properties or default on existing funding 
commitments to third parties and forfeit or dilute our rights in existing oil and gas property interests. 
Our limited operating history may make it difficult to obtain future financing. 


You should not unduly rely on reserve information because reserve information represents estimates. 


Estimates of oil and natural gas reserves involve a great deal of uncertainty, because they depend in 
large part upon the reliability of available geologic and engineering data, which is inherently imprecise. 
Geologic and engineering data are used to determine the probability that a reservoir of oil and natural 
gas exists at a particular location, and whether oil and natural gas are recoverable from a reservoir. 
Recoverability is ultimately subject to the accuracy of data regarding, among other factors: 


¢ geological characteristics of the reservoir structure, 

¢ reservoir fluid properties, 

e the size and boundaries of the drainage area, and 

* reservoir pressure and the anticipated rate of pressure depletion. 


The evaluation of these and other factors is based upon available seismic data, computer modeling, well 
tests and information obtained from production of oil and natural gas from adjacent or similar 
properties, but the probability of the existence and recoverability of reserves is less than 100% and 
actual recoveries of proved reserves usually differ from estimates. 


Estimates of oil and natural gas reserves also require numerous assumptions relating to operating 
conditions and economic factors, including, among others: 


e the price at which recovered oil and natural gas can be sold, 

e the costs associated with recovering oil and natural gas, 

e the prevailing environment conditions associated with drilling and production sites, 
e the availability of enhanced recovery techniques, 

¢ the ability to transport oil and natural gas to markets, and 

* governmental and other regulatory factors, such as taxes and environmental laws. 


A change in any one or more of these factors could result in known quantities of oil and natural gas 
previously estimated as proved reserves becoming unrecoverable. For example, a decline in the market 
price of oil or natural gas to an amount that is less than the cost of recovery of such oil and natural gas 
in a particular location could make production thereof commercially impracticable. The risk that a decline 
in price could have that effect is magnified in the case of reserves requiring sophisticated or expensive 
production enhancement technology and equipment, such as some types of heavy oil. Each of these 
factors, by having an impact on the cost of recovery and the rate of production, will also affect the 
present value of future net cash flows from estimated reserves. 


In addition, estimates of reserves and future net cash flows expected from them prepared by different 
independent engineers, or by the same engineers at different times, may vary substantially. 


S 


Information in this document regarding our future exploitation projects reflects our current intent 
and is subject to change. 


We describe our current exploration and development plans in this document. Whether we ultimately 
implement our plans wil! depend on the following factors: 


¢ availability and cost of capital, 

¢ receipt of additional seismic data or the reprocessing of existing data, 

¢ current and projected oil or gas prices, 

e the costs and availability of drilling rigs and other equipment supplies and personnel necessary 
to conduct these operations, 

e success or failure of activities in similar areas, 

e changes in the estimates of the costs to complete the projects, 

¢ our ability to attract other industry partners to acquire a portion of the working interest to 
reduce costs and exposure to risks, and 

e decisions of our joint working interest owners. 


We will continue to gather data about our projects and it is possible that additional information will 
cause us to alter our schedule or determine that a project should not be pursued at all. You should 
understand that our plans regarding our projects might change. 


Our business may be harmed if we are not able to retain our licenses, leases and working interests 
in licenses and leases. 


Some of our properties are held in the form of licenses and leases and working interests in licenses and 
leases. If we or the holder of the license or lease fails to meet the specific requirements of each license 
or lease, the license or lease may terminate or expire. We cannot assure you that any of the obligations 
required to maintain each license or lease will be met. The termination or expiration of our licenses or 
leases or our working interest relating to a license or lease may harm business. Some of our property 
interests will terminate unless we fulfill certain obligations under the terms of our agreements related to 
such properties. If we are not able to satisfy these conditions on a timely basis, we may lose our rights 
in these properties. The termination of our interests in these properties may harm our business. 


We are not able to guarantee the successful commercial development of our licensed “gas-to-liquids” 
technology. 


To date, no commercial-scale gas-to-liquids (“GTL”) plants have been constructed using the proprietary 
GTL process we license from Syntroleum Corporation (“Syntroleum”) and, therefore, the process has not 
been proven on a commercial scale. Other commercial developers of GTL technology include Exxon 
Mobil, Shell and Sasol, each of which has significant financial resources and may be able to use its 
greater financial flexibility to commercialize their GTL technologies and commence production of GTL 
products earlier than we and Syntroleum can, thereby obtaining a potential competitive advantage. This 
advantage may prove to be particularly important as GTL project developers compete to obtain the most 
attractive stranded natural gas deposits to provide feedstock for their plants. 


Crude oil and natural gas prices are volatile. 


Fluctuations in the prices of oil and natural gas will affect many aspects of our business, including: 


* our revenues, cash flows and earnings, 

¢ our ability to attract capital to finance our operations, 
¢ our cost of capital, 

¢ the amount we are able to borrow, and 

e the value of our oil and natural gas properties. 


Both oil and natural gas prices are extremely volatile. Oil prices are determined by international supply 
and demand. Political developments, compliance or non-compliance with self-imposed quotas, or 
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agreements between members of the Organization of Petroleum Exporting Countries can affect world oil 
supply and prices. Any material decline in prices could result in a reduction of our net production 
revenue and overall value. The economics of producing from some wells could change as a result of 
lower prices. As a result, we could elect not to produce from certain wells. Any material decline in prices 
could also result in a reduction in our oil and natural gas acquisition and development activities. 


In addition, a material decline in oil and natural gas prices from historical average prices could adversely 
effect our ability to borrow and to obtain additional capital on attractive terms. 


Volatile oil and gas prices make it difficult to estimate the value of producing properties for acquisition 
and often cause disruption in the market for oil and gas producing properties, as buyers and sellers have 
difficulty agreeing on such value. Price volatility also makes it difficult to budget for and project the 
return on acquisitions and development and exploration projects. 


Government regulations in foreign countries may limit our activities and harm our business 
operations. 


In addition to our interest in our China project, we may enter into contractual arrangements to acquire 
oil and gas properties in other foreign jurisdictions with governments, governmental agencies or 
government-owned entities. The foreign legal framework for these agreements, particularly in developing 
countries, is often based on recent political and economic reforms and newly enacted legislation, which 
may not be consistent with long-standing local conventions and customs. As a result, there may be 
ambiguities, inconsistencies and anomalies in the agreements or the legislation upon which they are 
based which are atypical of more developed western legal systems and which may affect the 
interpretation and enforcement of our rights and obligations and those of our foreign partners. Local 
institutions and bureaucracies responsible for administering foreign laws may lack a proper 
understanding of the laws or the experience necessary to apply them in a modern business context. 
Foreign laws may be applied in an inconsistent, arbitrary and unfair manner and legal remedies may be 
uncertain, delayed or unavailable. 


We may not be successful in negotiating additional production sharing contracts in China. 


We hold our interest in our China project through a production sharing contract with China National 
Petroleum Corporation (“CNPC”). We also have two memoranda of understanding with CNPC’s subsidiary, 
PetroChina Corporation (“PetroChina”), indicating a mutual intention to negotiate additional production 
sharing contracts. We cannot assure you, based on our existing memoranda of understanding with 
PetroChina, that we will successfully negotiate additional production sharing contracts. It is possible that 
disputes between us could arise in the future, which must be resolved under foreign law. We cannot be 
sure that we can enforce our legal rights in foreign countries or that an effective legal remedy will be 
available to us in any dispute governed by foreign law. 


Complying with environmental and other government regulations could be costly and could 
negatively impact our production. 


Our operations are governed by numerous laws and regulations at various levels of government in the 
countries in which we operate. These laws and regulations govern the operation and maintenance of our 
facilities, the discharge of materials into the environment and other environmental protection issues. The 
laws and regulations may, among other potential consequences: 


° require that we acquire permits before commencing drilling, 

e restrict the substances that can be released into the environment in connection with drilling and 
production activities, 

¢ limit or prohibit drilling activities on protected areas such as wetlands or wilderness areas, 

* require that reclamation measures be taken to prevent pollution from former operations, 

* require remedial measures to mitigate pollution from former operations, such as plugging 
abandoned wells and remediating contaminated soil and groundwater, and 
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* require remedial measures be taken with respect to property designated as a contaminated site, 
for which we are a responsible person. 


Under these laws and regulations, we could be liable for personal injury, clean-up costs and other 
environmental and property damages, as well as administrative, civil and criminal penalties. We maintain 
limited insurance coverage for sudden and accidental environmental damages as well as environmental 
damage that occurs over time. However, we do not believe that insurance coverage for the full potential 
liability of environmental damages is available at a reasonable cost. Accordingly, we could be liable, or 
could be required to cease production on properties, if environmental damage occurs. 


The costs of complying with environmental laws and regulations in the future may harm our business. 
Furthermore, future changes in environmental laws and regulations could occur that result in stricter 
standards and enforcement, larger fines and liability, and increased capital expenditures and operating 
costs, any of which could have a material adverse effect on our financial condition or results of 
operations. 


We compete for oil and gas properties with many other exploration and development companies 
throughout the world who have access to greater financial, technical and human resources. 


We operate in a highly competitive environment in which we compete with other exploration and 
development companies to acquire a limited number of prospective oil and gas properties. Many of our 
competitors are much larger than we are and have greater financial, technical and human resources than 
we do and, as a result, enjoy a competitive advantage. They may be able to pay more for productive oil 
and gas properties and exploratory prospects and to define, evaluate, bid for and purchase a greater 
number of properties and prospects than our financial, technical and human resources permit. 


Our share ownership is highly concentrated and, as a result, our principal shareholders control our 
business. 


Our directors and executive officers, including Robert M. Friedland, collectively own or have rights to 
acquire approximately 36% of our common stock and control our Board of Directors and determine our 
policies, business and affairs and the outcome of any corporate transaction or other matter, including 
mergers, consolidations and the sale of all or substantially all of our assets. 


In addition, the concentration of our ownership may have the effect of delaying, deterring or preventing 
a change in control that otherwise could result in a premium in the price of our common stock. 


If we lose our key management and technical personnel, our business may suffer. 


We rely upon a relatively small group of key management and technical personnel. We do not maintain 
any key man insurance. We do not have employment agreements with certain of our key management 
and technical personnel and we cannot assure you that these individuals will remain with us in the 
future. An unexpected partial or total loss of their services would harm our business. 


ITEMS 1 AND 2. BUSINESS AND PROPERTIES 
CORPORATE OVERVIEW 


We are an international energy company engaged in conventional oil exploration and production, 
enhanced oil recovery projects and the development of gas-to-liquids projects. We were incorporated 
pursuant to the laws of the Yukon Territory, Canada, on February 21, 1995 under the name 888 China 
Holdings Limited. We were largely inactive until early 1996. On June 3, 1996, we changed our name to 
Black Sea Energy Ltd., and on June 24, 1999, we changed our name to Ivanhoe Energy Inc. 


Our authorized capital consists of an unlimited number of common shares without par value and an 
unlimited number of preferred shares without par value. 
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Our principal executive offices are located at Suite 654 — 999 Canada Place, Vancouver, British Columbia, 
V6C 3E1, and our registered and records offices are located at 300-204 Black Street, Whitehorse, Yukon, 
Y1A 2M9. 


OVERVIEW OF THE BUSINESS 


Ivanhoe Energy Inc. is a company focused on three major strategies: (1) production of synthetic fuels 
from natural gas using gas-to-liquids (“GTL”) technology; (2) conventional exploration and production 
(“E&P”), primarily natural gas in the United States; and (3) enhanced oil recovery (“EOR”) and natural gas 
projects, on a production-sharing basis, with national petroleum companies. 


Following our incorporation in February, 1995, we were largely inactive until early 1996, when we 
commenced our business as an acquirer, explorer and developer of oil and gas properties. Initially, we 
concentrated our efforts on acquiring oil and gas properties in Russia. Our strategy was to seek out 
existing oil and gas properties in Russia on which past drilling and field development practices did not 
maximize reserve recoveries and to establish joint ventures with local partners to rehabilitate existing 
wells to recover additional production. We achieved great success with our development and 
rehabilitation activities at our Kalchinskoye field joint venture project in western Siberia. However a 
dispute with our joint venture partner which commenced in May 1998, prevented us from proceeding 
with our operations in the area. In August 2000 we settled our dispute and disposed of our Russian 
assets for approximately $29 million, bringing to an end our activities in Russia. 


In the third quarter of 1998, we began to implement a diversification program aimed at expanding the 
geographical scope of our business beyond Russia. We added three individuals to our Board of Directors 
who have international experience in the oil and gas industry. David Martin, who is now our Chairman, 
was formerly the President and Chief Executive Officer of Occidental Oil & Gas Corporation. E. Leon 
Daniel, who is now our President and Chief Executive Officer, and John Carver, who is now one of our 
directors, are also both former executives of Occidental Oil & Gas Corporation. In August, 1998, we 
began acquiring oil and gas exploration property interests in Peru (which we relinquished in 2000) and 
California. In 1999, we acquired property interests in China. In April, 2000 we acquired a limited volume 
license from Syntroleum, to use its proprietary GTL technology to convert natural gas into synthetic fuels. 
We subsequently upgraded our limited volume license to a master license without volume limitations. In 
May, 2000, we began acquiring interests in oil and gas exploration properties in Texas and in March 
2001, we acquired interests in oil and gas exploration properties in Kentucky. 


In California, we have been accumulating working interests and royalty interests in the San Joaquin 

Valley since 1998, primarily through an exploration agreement with Aera Energy LLC (“Aera”’), which 

entitled us to explore and identify oil and gas prospects in the San Joaquin Valley using exploration, 
seismic and technical data owned by Aera. See “Oil and Gas Properties — California” 


In June, 1999, we further expanded the geographical scope of our business into China by acquiring 
Sunwing Energy Ltd. (“Sunwing”), an oil and gas company. As a result of our acquisition of Sunwing, we 
acquired two production sharing contracts with CNPC to develop and operate the Kongnan oilfield in 
Dagang, located in Hebei Province and the Zhaozhou oilfield in Daqing, located in Heilongjiang Province. 
See “Oil and Gas Properties — China”. In February 2001, we entered into two memoranda of 
understanding with PetroChina Company Limited, (“PetroChina”) a subsidiary of CNPC, which gives us 
the exclusive right to negotiate petroleum contracts for the development of oil and gas reserves in three 
blocks in the Sichuan Basin. The Sichuan Basin is a major oil and gas producing region of China located 
approximately 930 miles southwest of Beijing. We are undertaking feasibility studies on the three blocks. 
If the results are positive, we will commence negotiating production sharing contracts. 


In May, 2000, we entered into an agreement with Discovery Operating, Inc. (“Discovery”) to earn working 
interests ranging from 40% to 96% (reducing to between 32% and 77% after pay out) in approximately 
10,000 gross acres of oil and gas exploration property in the Spraberry Trend of the West Texas Permian 
Basin in Midland County, Texas. During 2000 and 2001 we leased the mineral rights in 48,250 gross acres 
in the Bossier gas sands in east Texas and in 2001 entered into a joint venture agreement with a 
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subsidiary of Unocal Corp. (“Unocal”) to explore and develop prospects in the Bossier Trend. See “Oil and 
Gas Properties — Texas ”. 


In 2001, the Company acquired a 50% working interest in an exploration project in the Rome Trough in 
Kentucky. See “Oil and Gas Properties —- Kentucky”. 


The master license we acquired from Syntroleum allows us to use Syntroleum’s proprietary process to 
convert natural gas into synthetic oil, transportation fuels and other synthetic petroleum products. We 
plan to use the technology in areas with large natural gas deposits, which would otherwise be 
uneconomic to develop. Our master license entitles us to use the Syntroleum proprietary process in an 
unlimited number of gas-to-liquids projects throughout the world (excluding North America, China and 
India). 


We are actively pursuing development and production sharing contracts for GTL plants in both Qatar 
and Egypt and have undertaken feasibility studies during 2001 in connection with these opportunities. 
We have also agreed in principle to become a partner in Syntroleum’s Sweetwater GTL project in 
Western Australia. To date, we have invested $2 million. Subject to certain conditions, including 
Syntroleum’s obligation to arrange project financing, we may invest an additional $19 million to become 
a 13% equity partner in the project. See “Gas-to-Liquids Projects”. 


CORPORATE STRATEGY 


Our goal is to create a diversified global energy company focused on GTL, E&P and EOR. We believe we 
can successfully implement our strategy and position ourselves to compete over the longer term in what 
we expect will be a rapidly evolving energy industry. 


Our business plan is multi-faceted and involves the pursuit of objectives with short, medium and long 
term impacts on our business. Our short-term objective is to focus on areas where production can be 
achieved quickly and efficiently to create cash flow to fund our operations and allow us to pursue our 
medium and long-term objectives. To date, we have established production in the Spraberry Trend of 
West Texas and at South Midway Sunset in the San Joaquin Basin of California. Sunwing has also 
established production at its Dagang project in China as part of its completed pilot-test program. 


The cornerstone of our medium term strategy is deep gas exploration in the San Joaquin Basin of 
California and in the Bossier gas sands of east Texas. Since 1999 we have accumulated substantial 
acreage in the San Joaquin Basin. We are in the process of interpreting an 80,000 acre three-dimensional 
seismic survey along the west side of the San Joaquin Valley which we are using to identify drilling 
targets. In August 2001, we spud our first deep gas exploration well in the Northwest Lost Hills area of 
the San Joaquin Basin with our partner, Aera as the operator. In November 2001 we spud our first well 
in the Cresslen Ranch prospect in the Bossier gas sands of east Texas with our partner Unocal. 


We continue to pursue our enhanced oil recovery initiatives in China and larger natural gas project 
opportunities under our Sichuan memoranda of understanding with PetroChina. We remain encouraged 
by the results achieved in our pilot program at Dagang and intend to proceed with the development 
phase of the project once our development plan is approved by Chinese government authorities. Based 
on our decision to concentrate on larger projects in China, we decided to dispose of our smaller Daging 
project. See “Oil and Gas Properties — China”. We also are seeking other opportunities in China and 
elsewhere to acquire interests in fields with economic development potential. 


Our long-term objective is to become a leader in the development and operation of GTL projects. We 
foresee rapidly increasing future demand for clean energy as environmental regulations become more 
stringent and the world’s crude oil becomes more sour and heavy. We believe that Syntroleum’s 
proprietary GTL technology holds significant potential for the economic production of synthetic fuels and 
other specialty petroleum products from stranded natural gas deposits throughout the world, which 
would otherwise be uneconomic to exploit. Although there are several competing GTL technologies 
under development, we believe that the Syntroleum technology offers several key advantages. Plant 
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construction is less expensive and the plant is safer to operate because, unlike competing technologies, 
it uses compressed air rather than oxygen. 


With our master license to use Syntroleum’s proprietary GTL technology, we are currently pursuing 
opportunities in Qatar and Egypt to obtain rights to stranded natural gas deposits to use as feedstock 
for gas-to-liquids projects. We believe that synthetic fuels and specialty products produced using GTL 
processes will eventually present an attractive, economic and environmentally superior alternative to 
traditional fuels derived from crude oil. 


GAS-TO-LIQUIDS PROJECTS 
Syntroleum License 


We hold a non-exclusive master license entitling us to use Syntroleum’s proprietary GTL process in an 
unlimited number of projects in all areas of the world (other than North America, China and India) with 
unlimited production volume restrictions. 


Syntroleum Process 


Syntroleum’s proprietary GTL process is designed to catalytically convert natural gas into synthetic liquid 
hydrocarbons. This process (the “Syntroleum Process”) is designed to substantially reduce the capital and 
operating cost and the minimum economic size of a GTL plant. 


Syntroleum developed its GTL technology based on a process developed in Germany in the 1920s for 
the gasification of coal into oil, called the Fischer-Tropsch reaction. Syntroleum has applied its principles 
to the conversion of natural gas to synthetic liquid hydrocarbons. Syntroleum believes that it holds a 
competitive advantage over other GTL technologies because the Syntroleum Process compresses air 
directly from the atmosphere when converting natural gas into synthetic hydrocarbons. The GTL 
processes developed by Syntroleum’s competitors use either steam reforming or a partial combination of 
steam reforming and partial oxidation with pure oxygen. A steam reformer and an air separation plant 
necessary for oxidation are bulky, expensive and increase operating costs. The Syntroleum Process allows 
for the operation of GTL plants without an air separation plant or steam reformer, thereby reducing 
capital costs, operating costs, the size and complexity of a GTL plant and operating volatility. 


From our perspective, the greatest opportunity for the use of the Syntroleum Process lies in the 
extraction of stranded natural gas. Stranded natural gas exists in known reservoirs, which cannot be 
marketed on an economic basis. Operators consider natural gas to be stranded based on the relative size 
of the fields, the location of the natural gas relative to its market and the cost to transport the natural 
gas to markets. 


GTL Prospects 


During 2001 we undertook detailed project feasibility studies for the construction, operation and cost of 
GTL plants in both Qatar and Egypt. The study for Qatar examined the potential for development of 
offshore natural gas, conveyance of natural gas to shore and its subsequent dehydration, gas liquids 
extraction through a natural gas liquids plant with production capacity of up to 185,000 barrels per day, 
product storage and offloading facilities. The study also examined four alternative plant designs. The first 
was a maximum efficiency case in which production was maximized. A second case considered the same 
GTL production efficiency with supplemental power and water being manufactured from the waste heat. 
A third case addressed maximum efficiency with maximized water production. The fourth case focused 
on maximized power and water manufacture for export. All cases were required to address the various 
needs of the host government and will be further evaluated during currently ongoing commercial 
discussions with Qatari authorities. 


While many of the issues addressed in the feasibility studies we have undertaken for Qatar are also 
applicable to Egypt, the feasibility studies we have undertaken for Egypt contemplate the natural gas 
feedstock being purchased, rather than developed, and production capacity in the order of 90,000 
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barrels per day. The results of the feasibility studies for Egypt will be utilized during the course of 
commercial discussions with Egyptian authorities, which we have yet to formally initiate. 


We have conducted marketing and transportation feasibility studies for both Europe and Asia Pacific 
regions in which we identified potential markets and estimated premiums for GTL diesel and naphtha. 
We have also recently undertaken a commercialization study in Japan in conjunction with Inpex 
Corporation and Mitsui & Co. Ltd., of Japan, and Qatar Petroleum to study the role that Japanese 
companies can play as purchasers of GTL and natural gas liquids products and as suppliers of 
equipment, materials, services and project financing. We plan to use the results of these studies as the 
basis for evaluating the commerciality of our GIL opportunities. 


Sweetwater GTL Project 


In 2000, we signed a letter of intent to invest $21 million to participate as a 13% partner in Syntroleum’s 
Sweetwater GTL project in Western Australia. The project is a 10,000 barrels per day plant that will 
produce specialty products such as lubricants, industrial fluids and liquid normal paraffins, as well as 
synthetic fuels. We made a $2 million advance for front-end engineering and other costs. The balance of 
the investment is subject to a number of conditions, including Syntroleum’s obligation to arrange project 
financing. 


Syntroleum has made progress in developing the project but continues to seek financing. We have since 
identified two larger GTL project opportunities in Qatar and Egypt, which may affect our continuing 
participation in Sweetwater but no decision has been reached at this time. 


OIL AND GAS PROPERTIES 


Our primary oil and gas properties are located in the San Joaquin Valley area of California. We also hold 
interests in exploration and development properties in Texas and Kentucky in the United States and in 
Hebei Province in China. Set forth below is a description of our material oil and gas properties. 


California 


Over the past four years, we have acquired interests in a number of properties in and around the San 
Joaquin Basin area of Southern California. To date, only our South Midway Sunset project contains 
proved reserves and has wells on production. We cannot assure you that any of our other prospects in 
California will result in the development of commercially viable production. 


Aera Exploration Agreement 


In 1998, we acquired rights to an exploration agreement with Aera covering an area of more than 
250,000 acres in the San Joaquin Valley. The Aera exploration agreement gave us access to all of Aera’s 
exploration, seismic and technical data in the region for the purpose of identifying drillable exploration 
prospects within the exclusive area. We have a right to a working interest ownership in the drillable 
prospects in which Aera elects to participate and Area has the right to act as the operator for any 
drillable prospects in which it elects to participate. 


Except for those prospect areas of mutual interest (““AMIs”) previously designated by us and accepted by 
Aera, our exclusive rights to explore Aera’s properties expired in September 2001. We will continue to 
hold exploration rights to the lands within previously designated and accepted prospect AMIs until an 
exploration well is drilled in that prospect and the prospect has been evaluated. Although the Aera 
exploration agreement provides that Aera’s working interest in these prospects will range from a 
minimum of 25% to a maximum of 87.5%, we have negotiated different working interest allocations with 
Aera on a prospect basis. Aera is obliged to assign to us any working interest in the prospect that it 
does not retain. Once we identify a drillable prospect and agree upon working interests with Aera, we 
have an indefinite time to carry out exploration drilling if Aera elects to participate in the prospect. If 
Aera elects to participate but not to drill the designated prospect, or elects not to participate, we have 
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an additional two years to drill the prospect on our own or with other parties. This two-year period will 
be extended as long as we continue to drill or have established production. 


The properties covered by the Aera exploration agreement are located in Kern, Kings, Tulare, Fresno, San 
Benito, Monterey and San Luis Obispo Counties. Using the extensive proprietary seismic and technical 
databases owned by Aera and supplemented by us, we have identified over forty prospects within 18 
prospect AMls covering approximately 72,800 acres. Of the 18 prospect AMIs we have submitted, Area 
has elected to take a working interest in 12 areas: Diamond, Northwest Lost Hills, Amethyst, Belgian 
Anticline, Emerald, Sapphire, Ruby, North Basil, Cinnamon, Sage, Nutmeg and Rosemary, in which we 
have working interests ranging from 12.5% to 50%. Aera has yet to make an election on two submitted 
prospect AMls: Jacaranda and Coles Levee. We have a 100% working interest in the three prospect AMIs 
in which Aera elected not to participate. One of these prospects is South Midway Sunset on which we 
have, to date, drilled 29 successful wells. The second prospect AMI is Citrus and the third is North 
Yowlumne where we are planning to obtain 3-D seismic. Neither we nor Aera plan to participate in the 
Kern River AMI and we have farmed out this AMI and retained an overriding royalty interest. We have 
relinquished our interests in all other Aera exploration agreement properties. 


Set forth below is a description of our material exploration and development activities under the Aera 
exploration agreement. 


e Northwest Lost Hills 


Our first deep-gas exploration well in the San Joaquin Valley, known as the Aera/Ilvanhoe Northwest Lost 
Hills #1-22 well located in Kern county, was spud in August 2001. The well was drilled to a depth of 
18,400 feet and encountered the top of the targeted Temblor formation. Prior to the setting of casing, 
we determined, based on geological information, that the bottom hole could be placed in a more 
structurally favorable location so we sidetracked the well and we are currently setting casing down to 
approximately 17,000 feet. The target depth of the well is 20,000 feet. The well lies five miles northwest 
of, and on a trend with, the Bellevue No. 1 blowout well, drilled by Berkley Petroleum Corp. (later 
acquired by Anadarko Petroleum Corporation), which was a Temblor gas discovery. In the 9,600 gross 
acres owned and under option encompassing the Northwest Lost Hills prospect, we hold on average a 
39% working interest. We have a 42% working interest in the Aera/Ivanhoe Northwest Lost Hills #22-1 
well. 


e Amethyst 


We have identified a prospect in the northern part of the South Belridge area where we currently hold a 
12.5% working interest. We originally expected to commence drilling the prospect in late 2001, but 
delayed drilling in order to shoot additional modern 2-D seismic, which we are currently interpreting. We 
now expect to drill during the second quarter of 2002. 


¢ Diamond 


We have completed a 3-D seismic survey covering the majority of this prospect and we are continuing 
to interpret the results. We currently have a minimum working interest of 12.5% in this prospect. 


¢ Belgian Anticline 


We identified a drillable prospect on the western flank of the Belgian Anticline area and spudded a well 
late in 2000. We encountered three potential hydrocarbon-bearing zones but two of the zones we tested 
were not capable of commercial production. Our testing of the third zone was inconclusive due to 
technical difficulties. Aera is currently processing some additional geophysical information and we are 
awaiting Aera’s recommendation. We hold a 40% working interest in the prospect and Aera holds the 


balance. 
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e South Midway Sunset 


By the end of 2001, we had drilled 31 wells in the South Midway field, 29 of which are producing oil at 
commercial rates. We are currently producing approximately 400 net barrels of oil per day. In the fourth 
quarter of 2001 we completed a pilot cyclic steam project, which was successful in more than doubling 
production rates in the five wells that we treated. We are now planning a full scale cyclic steam project 
to commence in 2002. South Midway provides us with immediate cash flow from a low risk, low cost 
development project with existing infrastructure. We own a 100% working interest and a 93% net 
revenue interest in the project. Aera elected not to participate in this project but receives royalties 
pursuant to the Aera exploration agreement. 


° Citrus 


We have deferred drilling a well in this prospect until we can find a partner to participate in the funding 
of the drilling and until gas and oil prices stabilize. We own a 100% working interest in the prospect. 


e Emerald, Sapphire and Ruby 


We have a 12.5% working interest in each of these three prospects. We are planning to drill an 
exploration well in the Emerald prospect in the fourth quarter of 2002. Our plans for exploration 
activities in Sapphire and Ruby will depend on the results of the Emerald well. 


e North Basil, Cinnamon, Sage, Nutmeg and Rosemary 


We have a 50% working interest in each of these five prospects. Depending on the results of the 
Aera/lvanhoe Northwest Lost Hills #1-22 well, we may drill an exploration well on one of these prospects 
in 2002. 


Other Southern California 
North South Forty 


In September 15, 1999, we entered into an agreement with Prime Natural Resources, LLC (“Prime”) to 
jointly conduct a 3-D seismic survey in the southern San Joaquin Valley basin in order to identify new 
prospects over an area of approximately 80,000 acres. We subsequently entered into an exploration 
agreement with Prime and Aera in which we agreed to pool certain of our acreage positions in the basin 
to share the costs of carrying out the 3-D seismic program and to broaden our respective interests in the 
area. The pooled acreage under the agreement is divided into four areas called North South Forty Areas 
A, B, C and D. Each party retains an equal interest in the data generated from the 3-D seismic program, 
except Aera retains an interest in only the data generated in areas A and B. All costs of carrying out the 
program will be borne equally by Prime and us. Our working interests range from 17.5% to 50% in these 
four areas. The 3-D seismic program is intended to identify prospects for exploration drilling. Once 
prospects have been identified, each party may elect to participate in a drilling program. We started 
evaluating the results of the program in the second half of 2001 and our evaluation remains ongoing. 


Magic Mountain / OroFino 


Our NL&F Magic Mountain #1 well in Los Angeles county and our OroFino well in San Luis Obispo 
county were drilled in 2001, were unsuccessful at finding commercial hydrocarbons and abandoned. 
Neither prospect was in the San Joaquin Valley or part of the Aera exploration agreement. 
Texas 

Spraberry 
In April 2000, we entered into an agreement with Discovery relating to approximately 10,000 gross acres 


of oil and gas exploration property in the Spraberry Trend of the West Texas Permian Basin in Midland 
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County. Under the terms of our agreement, we hold, until payout of our costs, a 96.15% working interest 
(77% after payout) in the first four wells and a 62.5% working interest (50% after payout) in the 
remaining wells on approximately 7,900 gross acres. We hold a 40% working interest (32% after payout) 
on approximately 1,700 gross acres covered by a farm-out agreement. Discovery is the operator. 


As of the end of 2001 we drilled 30 wells in the Spraberry field, which are currently producing 
approximately 300 net barrels of oil equivalent per day. All 30 wells have been completed in one or 
more of the Wolfcamp zones. However, 5 wells still are awaiting their Spraberry zone completions. We 
plan to start these completions in early 2002 and finish them by the end of 2002. During 2002, we may 
also drill an additional six to eight wells in the area known as Apache Flats where we have a 40% 
working interest before payout. To date we have drilled three wells in this area and each is producing 
approximately 40 net barrels of oil equivalent per day. 


Further field development has been curtailed pending results from our planned activities and stabilizing 
of commodity prices. 


Bossier 


We have leased mineral rights in 58,000 gross (44,000 net) acres in the Bossier Trend in east Texas under 
a joint venture with Unocal. Eight prospects have been identified within this acreage. Unocal is the 
operator of the joint venture and will fund the drilling costs for the first several exploration wells to 
offset the $10 million in leasehold, seismic and processing costs we have already incurred. After our 
respective investments in the joint venture have been equalized we will share exploration, development 
and infrastructure costs equally. 


Two wells were spud in the Cresslen Ranch prospect. The 1-Trinity Materials well was drilled to a depth 
of 12,240 feet and encountered approximately 120 net feet of Bossier sand, which indicates the potential 
for natural gas production. The 2-Trinity Materials well was drilled to a depth of 11,583 feet and also 
encountered approximately 220 feet of net Bossier sand. We have commenced fracturing operations and 
expect to test the well shortly. We plan to drill several additional wells in the Bossier trend by the end of 
2002. Our working interest in the Bossier sands is subject to leasehold burdens and a 9.375% net profit 
interest. 


Kentucky 


In March of 2001 we entered into a joint venture with Hay Exploration, Inc. to explore for natural gas in 
the Rome Trough of eastern Kentucky. We each hold a 50% interest. We have identified three prospect 
areas covering 15,000 net acres and during 2001 we drilled an exploration well in each prospect area. 
One well was suspended pending further evaluation. Preliminary analysis of the drilling logs for the 
remaining two wells indicates several potential gas pay zones. Inclement weather and unavailability of 
completion rigs has delayed the testing of these two wells. The wells were perforated early in 2002 and 
we plan to fracture stimulate both wells in the near future. 


China 


We hold interests in China through our wholly owned subsidiary Sunwing. 


Dagang Project 
Our principal asset in China is a 20-year production sharing contract with CNPC, covering an area of 
22,400 gross acres divided into six blocks in the Kongnan oilfield in Dagang, Hebei Province, China (the 
“Dagang Project”). Under the contract we operate the project and fund 100% of the development costs 
to earn 82% of the net revenue from oil production until cost recovery, at which time our entitlement 
reduces to 49%. 


We have a marketing arrangement with CNPC whereby we have the option of either exporting our share 
of oil production or selling it to them. We are currently selling our crude oil to CNPC at a three month 
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rolling average price of Cinta crude oil as published by Platts. The average price of Cinta crude oil over 
the last three years is approximately $2.00 per barrel less than the West Texas Intermediate (“WTI”) price. 
All sales are settled in United States dollars. 


We are obliged to pay value added tax of 5% on oil production from the Dagang Project. We pay no 
royalty until annual gross production of crude oil from a particular block within the Dagang Project 
exceeds 500,000 tonnes per annum. Royalties then become payable at a rate of 2% and increase 
incrementally as the rate of production increases to a maximum of 12.5% once annual gross production 
on a block exceeds four million tonnes. We do not expect that any of the blocks will produce more than 
500,000 tonnes per annum and as such no royalty payments are anticipated. Our entire interest in the 
Dagang Project will revert to CNPC at the end of the 20-year production period or if we abandon the 
project earlier. 


In 1999 we farmed out a 20% working interest in the Dagang project to Nippon Oil Exploration Limited 
(“Nippon”) for which Nippon agreed to fund $6 million of pilot testing expenditures. At the end of the 
pilot phase, Nippon elected to relinquish its 20% working interest back to us. 


During 2001, we completed the pilot testing phase and submitted an overall development plan to 
Chinese regulatory authorities for approval. We expect to receive this approval during the first half of 
2002. The development phase of the Dagang project will commence once all necessary approvals and 
financing have been received. The development phase will cost approximately $185 million over a three- 
year period and will involve drilling 115 new wells and reworking approximately 29 of the 82 existing 
wells. 


Dagqing Project 


Until January 2002 we were party to another production sharing contract with CNPC which covers an 
area of 8,100 gross acres in the Zhaozhou oilfield in Daqing, Heilongjiang Province, China (the “Daqing 
Project”). The Daqing Project, which is relatively small, was initially undertaken by us on the expectation 
that we would be able to acquire rights to additional land blocks. Our negotiations were unsuccessful to 
acquire the additional blocks necessary to provide critical mass. We decided to divest of our interest in 
the Daqing Project and in January 2002, we sold our interest in the Daqing Project for $2.4 million and a 
right to an overriding royalty on future production. 


Sichuan Basin 


In February 2001, we signed two memoranda of understanding with PetroChina. These memoranda give 
us the exclusive right to negotiate petroleum contracts for three land blocks in Sichuan province. We 
have agreed with PetroChina to carry out joint feasibility studies on the Zitongxi, Zitongdong and 
Yudong blocks. These blocks, located in the Sichuan Basin, approximately 930 miles southwest of Beijing 
cover an area of approximately 2.2 million acres. If the results of the joint feasibility studies are positive, 
we will proceed to negotiate production sharing contracts, and seek Chinese regulatory approval. 
PetroChina has drilled 39 wells on the three blocks. Twenty-six of these wells have been classified as 
producing gas wells. PetroChina has production tested 8 of the estimated 38 hydrocarbon bearing 
structures located on the three blocks. We are still in the process of assessing the resources and 
formulating a potential development plan. 


COMPETITION 


The oil and gas industry is highly competitive. Our position in the oil and gas industry, which includes 
the search for, and development of, new sources of supply, is particularly competitive. The oil and gas 
industry also competes with other industries in supplying energy, fuel and other needs of consumers. 
See “Risk Factors.” 


ENVIRONMENTAL REGULATIONS 


Both our oil and gas and GTL operations are subject to various levels of government laws and 
regulations relating to the protection of the environment in the countries in which they operate. We 
believe that our operations comply in all material respects with applicable environmental laws. 


In the United States, environmental laws and regulations, implemented principally by the Environmental 
Protection Agency, Department of Transportation and the Department of the Interior and comparable 
state agencies, govern the management of hazardous waste, the discharge of pollutants into the air and 
into surface and underground waters and the construction of new discharge sources, the manufacture, 
sale and disposal of chemical substances, and surface and underground mining. These laws and 
regulations generally provide for civil and criminal penalties and fines, as well as injunctive and remedial 
relief. 


In China, environmental regulation does not exist on a national level. Individual projects are monitored 
by the state and the standard of environmental regulation depends on each case. 


GOVERNMENT REGULATIONS 


Our business is subject to certain United States and Chinese federal, state and local laws and regulations 
relating to the exploration for, and development, production and marketing of, crude oil and natural gas, 
as well as environmental and safety matters. In addition, the Chinese government regulates various 
aspects of foreign company operations in China. Such laws and regulations have generally become more 
stringent in recent years in the United States, often imposing greater liability on a larger number of 
potentially responsible parties. It is not unreasonable to expect that the same trend will be encountered 
in China. Because the requirements imposed by such laws and regulations are frequently changed, we 
are not able to predict the ultimate cost of compliance. 


EMPLOYEES 


At March 1, 2002, we had 69 employees. None of our employees are unionized. 


RESERVES, PRODUCTION AND RELATED INFORMATION 


See the Supplementary Disclosures About Oil and Gas Production Activities included under Item 8 in this 
Annual Report for information with respect to our oil and gas producing activities. We have not filed 
with or included in reports to any other United States federal authority or agency, any estimates of total 
proved crude oil or natural gas reserves since the beginning of the last fiscal year. 


The following tables set forth, for each of the last three fiscal years, our average sales prices and average 
production costs per unit of production. Average sales prices are after royalties in the United States, 
China and Russia. In China for 1999 and 2000, proceeds from the sale of oil produced were credited to 
our China cost pool due to the stage of development of our projects in China. In 2000, the average sales 
price realized on China production was $28.26 (1999 — $21.27). Average production costs include lifting 
costs and production taxes, but exclude allocated head office engineering support costs, depreciation, 
depletion and amortization, royalties, income taxes, interest and selling administrative and other 


expenses. 


Average Sales Price Average Production Cost 
2001 2000 1999 2001 2000 1999 
Crude Oil and Natural Gas Liquids 
($/Boe) 
Uiteduotatesce Ay Wes ts: cameos Soak hae $21.93 $27.52 — $ 8.29 $10.00 = 
CItaintiee eet te eye chee es obi $24.42 — — $10.50 — 3 
Russigeeae tr Roe hee eed Seabee oles _— — $4.68 _ — $2.49 


The following tables set forth the number of productive wells (both producing wells and wells capable of 
production) in which we held a working interest at December 31, 2001 and 2000: 


2001 Oil 2000 Oil 
Gross(1) Net(2) Gross(1) Net(2) 
United:States ies aap rN ee Ne ese ae ee ae, pen 59 48.4 29 25.6 


CRM ae eg py Nee ore ewer ea en et oe Oe ae se bes 13 10.8 9 6.7 
(1) Gross wells are the total number of wells in which an interest is owned. 
(2) Net wells are the sum of fractional interests owned in gross wells. 


The following table sets forth, for each of the last three fiscal years, our participation in the completed 
drilling of net crude oil and natural gas wells: 


Exploratory 
Productive 
2001 2000 
WinitedEStatesie kif bat a ey cieys eens cee ee < ee ver BAC en — — — 
CHI ae Eek cect toed en ee eR Oe Se ee RD Sie wee, ae te Sie — — — 
We -| (Pnae AGPmPR nena ROMA AVIRA nue Ly cate h SES AT eee ELE ats lee ho. & 0 0 0 
Dry 

2001 2000 1999 
Wintec States: jcss ieee cies kcal Rigeatie Pee eh Gay se een ie CT eS D5 2 
Cia gery os Os i LANE AA yaa ne a re rT nN a ee rc — — — 
Total sits ie can Rd as oa EE SEDI TEE ON Mee LEN AE les) 2.5 2 
Development 

Productive 

2001 2000 1999 
United:States cece iit. ce cee ene ew ete eee eee ee 22.8 25.6 — 
Gain’ eee oes ta it ee eee — BS 3.4 
TOtall!'s 5 do as see hae ttre eae Gee AO a eee ee eee | nee 22.8 28.9 3.4 

Dry 

2001 2000 1999 
Uinited:'Statesier ss sate. i Aly eente seg a ee re eR een en 2 7a — 2 — 
Go| ays eee nee ray NORM i ne A) Bye mal Mt AUN Che ar tet Ce a — — _ 
TO talliig sect cy ce PePey sore euro Osh Ske ee OE ea geen eae eae 0 . 0 


The following tables set forth our holdings of developed and undeveloped oil and gas acreage at 
March 1, 2002: 


Developed Undeveloped 
Gross Net Gross Net 
Acres(1) Acres(2) Acres(1) Acres(2) 
Winitedi States? 22 os 4a .es etd eet eee ee 2,465 1,794 149,533 89,853 
GhitWa(3) secre cae ee Doe Se a eee 1,976 1,367 28,479 19,707 


(1) Gross acres include the interests of others. 
(2) Net acres exclude the interests of others. 


(3) The number of developed acres disclosed in respect of our China projects relates only to those 
portions of the relevant fields covered by our pilot testing operations and does not include the 
remaining portions of the fields previously developed by CNPC. 


The following table sets out estimates of our share of proved reserves in respect of our United States 
and China operations and calculations of cash flows, before tax and after tax, undiscounted and 
discounted at 10% and 15%, based on costs and prices as at December 31, 2001. Estimates for our China 
operations were prepared by independent petroleum consultants Gilbert Laustsen Jung Associates Ltd.. 
Independent petroleum consultants Allan Spivack Engineering and Joe C. Neal & Associates prepared 
estimates for our United States operations. 


Our Share of Our Share of 
Before Tax Cash Flows After Tax Cash Flows 
___Our Share in thousands of dollars in thousands of dollars 
OIL GAS discounted at: discounted at: 
(MBbl) —(MMcf) 0% 10% 15% 0% 10% 15% 
Proved Reserves(1) 
UinikeceStates yass.rs dete ates eae 2,003 1,631 $ 17,060 $ 10,243 S sy Si iso) SS Oe} SS feheyss) 
(CUIVAGA) Ses fica sasha peceeee a neu te eee rues aes 21,795 —_ 59,600 10,331 — 54,074 8,046 —— 


23,798 1,631 $ 76,660 $ 20,574 $ 8379 $ 71,134 $ 18,289 $ 8,379 


(1) “Proved Reserves” are the estimated quantities of crude oil which geological and engineering data 
demonstrate with reasonable certainty to be recoverable in future years from known reservoirs 
under existing economic conditions. Our share of the reserves is shown before royalties. Our share 
of the reserves net of royalties is disclosed in the “Supplementary Disclosures about Oil and Gas 
Production Activities”, which follow the notes to our financial statements set forth in Item 8 of this 
Annual Report. 


(2) In late January 2002 we disposed of our interest in our Daqing project. For purposes of this 
schedule the reserves for Daqing of 3,449 MBbl represent the reserve volumes reported by Gilbert 
Lausten Jung Associates Ltd. as at December 31, 2000 less 2001 production. The undiscounted value 
attributed to the Daqing reserves of $5,185,000 before and after tax ($3,897,000 before and after tax 
discounted at 10%), represents the value of consideration received on disposal. 


ITEM 3. LEGAL PROCEEDINGS 


We are not currently a party to any material legal proceedings. 


ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS 


Not applicable. 


PART Il 
ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY AND RELATED STOCKHOLDER 
MATTERS 


Market Information 
Our common shares are traded on the NASDAQ National Market and The Toronto Stock Exchange. 


The high and low sale prices of our common shares as reported on the NASDAQ National Market and 
the Toronto Stock Exchange for each quarter during the past two years are as follows: 


19 


NASDAQ NATIONAL MARKET (IVAN) 


2001 2000 
Ist Q 2nd Q 3rd Q 4th Q Ist Q 2nd Q 3rd Q(1) 4th Q 
High Stata te Ne ABA Sie 5.1875 4.98 3.83 Doi — —_ 4.6875 6.75 
LOW Aee errant oe 525 3.18 1.39 1.40 — _ 4.00 3.875 


(1) Our common shares did not commence trading on the NASDAQ National Market until August 28, 
2000. 


THE TORONTO STOCK EXCHANGE (IE) 


(CDN.S) 
2001 2000 
Ist Q 2nd Q 3rd Q 4th Q Ist Q 2nd Q 3rd Q 4th Q 
Highs: -sneiateie einer tins 7.65 7.40 5.80 3.99 4.20 7.20 7.50 9.80 
EOWA eae tor eee Salis 4.90 Pel i's 2.20 2.50 2.61 5.95 6.00 


On March 1, 2002, the closing prices for our common shares were $2.00 on the NASDAQ National Market 
and Cdn. $3.10 on The Toronto Stock Exchange. 


Holders of Common Shares 


As at March 1, 2002, a total of 139,517,708 of our common shares were issued and outstanding and held 
by 114 holders of record. 


Dividends 


We have not paid any dividends on our outstanding common shares since we were incorporated and we 
do not anticipate that we will do so in the foreseeable future. The declaration of dividends on our 
common shares is, subject to certain statutory restrictions described below, within the discretion of our 
Board of Directors based on their assessment of, among other factors, our earnings or lack thereof, our 
capital and operating expenditure requirements and our overall financial condition. Under the Yukon 
Business Corporations Act, our Board of Directors has no discretion to declare or pay a dividend on our 
common shares if they have reasonable grounds for believing that we are, or would after payment of 
the dividend be, unable to pay our liabilities as they become due or that the realizable value of our 
assets would, as a result of the dividend, be less than the aggregate sum of our liabilities and the stated 
capital of our common shares. 


Exchange Controls and Taxation 


There is no law or governmental decree or regulation in Canada that restricts the export or import of 
capital, or affects the remittance of dividends, interest or other payments to a non-resident holder of our 
common shares, other than withholding tax requirements. 


There is no limitation imposed by the laws of Canada, the laws of the Yukon, or our constating 
documents on the right of a non-resident to hold or vote our common shares, other than as provided in 
the Investment Canada Act (Canada) (the “Investment Act”), which generally prohibits a reviewable 
investment by an entity that is not a “Canadian”, as defined, unless after review, the minister responsible 
for the Investment Act is satisfied that the investment is likely to be of net benefit to Canada. An 
investment in our common shares by a non-Canadian who is not a “WTO investor” (which includes 
governments of, or individuals who are nationals of, member states of the World Trade Organization and 
corporations and other entities which are controlled by them), at a time when we were not already 
controlled by a WTO investor, would be reviewable under the Investment Act under two circumstances. 
First, if it was an investment to acquire control (within the meaning of the Investment Act) and the value 
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of our assets, as determined under Investment Act regulations, was Cdn.$5,000,000 or more. Second, the 
investment would also be reviewable if an order for review was made by the federal cabinet of the 
Canadian government on the grounds that the investment related to Canada’s cultural heritage or 
national identity (as prescribed under the Investment Act), regardless of asset value. An investment in 
our common shares by a WTO investor, or by a non-Canadian at a time when we were already 
controlled by a WTO investor, would be reviewable under the Investment Act if it was an investment to 
acquire control and the value of our assets, as determined under Investment Act regulations, was not 
less than a specified amount, which for 2002 is Cdn.$218 million. The Investment Act provides detailed 
rules to determine if there has-been an acquisition of control. For example, a non-Canadian would 
acquire control of us for the purposes of the Investment Act if the non-Canadian acquired a majority of 
our outstanding common shares. The acquisition of less than a majority, but one-third or more, of our 
common shares would be presumed to be an acquisition of control of us unless it could be established 
that, on the acquisition, we were not controlled in fact by the acquirer. An acquisition of control for the 
purposes of the Investment Act could also occur as a result of the acquisition by a non-Canadian of all 
or substantially all of our assets. 


Amounts that we may, in the future, pay or credit, or be deemed to have paid or credited, to you as 
dividends in respect of the common shares you hold at a time when you are not a resident of Canada 
within the meaning of the Income Tax Act (Canada) will generally be subject to Canadian non-resident 
withholding tax of 25% of the amount paid or credited, which may be reduced under the Canada-United 
States Income Tax Convention (1980) (the “Convention”). Currently, under the Convention, the rate of 
Canadian non-resident withholding tax on the gross amount of dividends paid or credited to a 

U.S. resident is generally 15%. However, if the beneficial owner of such dividends is a U.S. resident 
corporation which owns 10% or more of our voting stock, the withholding rate is reduced to 5%. In the 
case of certain tax exempt entities which are residents of the United States for the purpose of the 
Convention, the withholding tax on dividends may be reduced to 0%. 


Sales of Unregistered Securities 


During the year ended December 31, 2001, we issued securities which were not registered under the 
Securities Act of 1933 (the “Act’”) as follows: 


e in May 2001, we issued 800,000 common shares to two of our existing shareholders in exchange 
for all of the issued and outstanding shares of Digital Petrophysics Resources, Inc., a company 
holding overriding royalty interests in certain of our California exploration properties, in a 
transaction exempt from registration under Section 4(2) of the Act; and 


¢ in October 2001, we issued 10,885,000 special warrants at a price of $1.60 per special warrant to 
a number of Canadian individual and institutional investors in a transaction exempt from 
registration under Rule 903 of the Act and 375,000 special warrants at a price of $1.60 per 
special warrant to two accredited investors in a transaction exempt from registration under 
Rule 506 of the Act. Each special warrant was exercisable to acquire, for no additional 
consideration, one common share following the issuance of a receipt for a prospectus by 
applicable Canadian provincial securities regulatory authorities, which occurred in November 
2001. 


ITEM 6. SELECTED FINANCIAL DATA 


The selected financial data set forth below are derived from the accompanying financial statements, 
which form part of this Annual Report. The financial statements have been prepared in accordance with 
generally accepted accounting principles (“GAAP”) applicable in Canada, which is not materially different 
from GAAP in the United States, except in 2001 for which an additional impairment provision for the 
carrying value of our China properties of $10 million and the need to write-off development costs of 
$5.1 million in connection with our GTL prospects are required under United States GAAP. For a United 
States GAAP reconciliation, see Note 15 to our financial statements. See also Item 7. “Management's 
Discussion and Analysis of Financial Condition and Results of Operation”. 
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The following table shows selected financial information for the periods indicated: 


Year ended December 31, 


2001 2000 1999 1998 1997 

(stated in thousands of U.S. dollars, except per share amounts) 
REVONUOS a2 oid cinta nd use Ragan talent aa $ 9,722 $14,063 $ 6,210 $42)752 S1S,007 
TOtalassetsh kee ye aie ee aaa 104,003 99,800 47,659 49,442 120,483 
Long-term: debt .weecc eatin mes Nil Nil Nil 1,763 1,718 
NetleatningsulloSs)iea. "ar tccyutrantea ane (Qn122) (a) 5,429 (7,802)(2) (70,677)(3) (2,185) 
Net earnings (loss) per share — basic ..... (0.16) 0.05 (0.08) (0.79) (0.03) 
Net earnings (loss) per share — diluted ... (0.16) 0.04 (0.08) (0.79) (0.03) 


(1) Includes asset write down of $14.0 million. For United States GAAP purposes an additional asset 
write down of $15.1 million is required. See Note 15 to our financial statements under Item 8 in this 
Annual Report. 


(2) Includes asset write down of $2.5 million. See Note 8 to our financial statements under Item 8 in 
this Annual Report. 


(3) Includes asset write down $70.2 million. See Note 9 to our financial statements under Item 8 in our 
2000 Annual Report 


Reconciliation to GAAP in United States 


Our financial statements have been prepared in accordance with GAAP applicable in Canada, which differ 
in certain respects from those principles that we would have followed had our financial statements been 
prepared in accordance with GAAP in the United States. The only material differences between Canadian 
and United States GAAP which affect our financial statements is that under United States GAAP an 
additional impairment provision of $10 million and a write-off of $5.1 million in connection with 
development costs for our GTL prospects are required in 2001. Determination of earnings per share in 
1998, 1999 and 2000 is calculated excluding shares held in escrow. 


Had we followed U.S. GAAP, certain selected financial information reported above would have been 
reported as follows. Potential exercise of the stock options and warrants disclosed in Note 5 to the 
financial statements and potential conversion of the debt, Note 4, do not have a material dilutive effect 
on the earnings per share. 


Year ended December 31, 


2001 2000 1999 1998 1997 
(stated in thousands of U.S. dollars, except per share 
amounts) 
NeteamingsilOss) aa: neee eee ae, Pn $ (36,264) $5,429 $(7,802) $(70,677) $(2,185) 
Net earnings (loss) per share — basic ........ (0.28) 0.05 (0.09) (1.10) (0.04) 
Net earnings (loss) per share — diluted....... (0.28) 0.04 (0.09) (1.10) (0.04) 


ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND 
RESULTS OF OPERATIONS 


Critical Accounting Principles and Estimates 


Our accounting principles are described in Note 2 to Notes to the Consolidated Financial Statements in 
Item 8. We prepare our Consolidated Financial Statements in conformity with GAAP in Canada, which 
conform in all material respects to United States GAAP except for those items disclosed in Note 2 to 
Notes to the Consolidated Financial Statements. For United States readers we have detailed the 
differences and have also provided a reconciliation of the differences between United States and 
Canadian GAAP in Note 15 to Notes to the Consolidated Financial Statements. 
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The preparation of our financial statements requires us to make estimates and judgements that affect 
our reported amounts of assets, liabilities, revenue and expenses. On an ongoing basis we evaluate our 
estimates, including those related to asset impairment, revenue recognition, allowance for doubtful 
accounts and contingencies and litigation. These estimates are based on information that is currently 
available to us and on various other assumptions that we believe to be reasonable under the 
circumstances. Actual results could vary from those estimates under different assumptions and 
conditions. 


We have identified the following critical accounting policies that affect the more significant judgements 
and estimates used in preparation of our consolidated financial statements. 


Full Cost Accounting — We follow the full cost method of accounting for our oil and gas operations (as 
more fully described in Note 2 to the Consolidated Financial Statements), as compared to the other 
generally accepted method, successful efforts. Under the full cost method, costs associated with drilling 
successful and unsuccessful wells are capitalized on a country-by-country basis. As a consequence we 
may be more exposed to potential impairments if the book value of capitalized costs exceeds their 
future expected cash flows. This may occur if recoverable reserve estimates decrease, commodity prices 
decline or future estimates for capital, operating and income taxes increase, to levels that would 
significantly affect anticipated future cash flows. 


Oil and Gas Reserves — The process of estimating quantities of proved reserves is inherently uncertain 
and the reserve estimates included in this document are only estimates (see “Risk Factors”). You should 
not assume that the present value of our future cash flows is the current market value of our estimated 
proved oil and gas reserves. In accordance with GAAP we base the estimated future net cash flows from 
proved reserves on prices and costs on the date of estimate. Actual future prices and costs may be 
materially higher or lower than the prices and costs at the date of estimate. 


Depletion — Our rate of recording depletion is dependent upon our estimate of proved reserves. If the 
estimates of proved reserves decline, the rate at which we record our depletion expense increases, 
reducing net income. Such a decline in proved reserves may occur from lower product prices, which may 
make it non-economic to drill for and produce higher cost fields. 


Year Ended December 31, 2001 


Overview 


Our 2001 plan was to advance our short, medium and long-term objectives towards our overall goal of 
creating a diversified global energy company focused on three growth strategies: conventional E&P, EOR 
projects on a production-sharing basis with national petroleum companies, and production of cleaner 
burning fuels from natural gas using proven GTL technology. 


Our short-term objective to secure cash flow was advanced through our activities at our South Midway 
Sunset in California and Spraberry in west Texas as well as the submission of our development plan in 
our EOR project at Dagang in China. Our 2001 U.S. production increased almost 8 fold over 2000 to 
232,600 Boe. Net revenues from our U.S. projects increased to $5.1 million from $851,000 the previous 
year. Our 2001 China pilot production increased 61% to 165,600 barrels of oil with net revenue 
increasing $1.1 million to $4 million. Our operating results however, suffered from the decline in oil and 
gas prices in the second half of 2001. In the U.S. these declines necessitated a provision for impairment 
of capitalized costs of $14 million and reduced our net revenue to $1.1 million in the fourth quarter 
compared to $1.5 million in the previous quarter. In China the fourth quarter decline in net revenue was 
less dramatic due to the impact of three month averaging of our oil prices. However, on application of 
U.S. GAAP at year-end an impairment provision of $10 million on the carrying value of our China 
properties was necessary 


Our medium-term objective to explore for deep gas in the San Joaquin Basin in California and the 
Bossier gas sands in east Texas was advanced with the spud of our Northwest Lost Hills 1-22 well in 
California in August, and the commencement of drilling of our initial 2 wells at Bossier. In China we 
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identified an opportunity to participate in a major natural gas opportunity in the Sichuan Basin and 
secured the exclusive right to negotiate production-sharing contracts with PetroChina in 3 blocks. 


We continue to advance our long-term strategy to become a leader in the development of GTL projects 
through negotiations, currently underway, in Qatar and Egypt to secure the rights to exploit stranded 
natural gas reserves through the use of GTL technology. We have also undertaken a number of technical 
and marketing studies to assist in evaluating the economic viability of the prospects. 


Operations 


Our net loss for the year was $21.1 million ($0.16 per share) compared to net income in 2000 of 

$5.4 million ($0.05 per share). The net change year over year of $26.5 million is attributable to a 

$14.0 million write down of our United States properties under the ceiling test calculation in 2001 and 
the $12.2 million gain on the sale of our Russian properties recorded in 2000. As more fully explained in 
Note 15 to our consolidated financial statements, included in Item 8 herein, on application of United 
States GAAP an additional $10 million write down of our China property and a $5.1 million write-off of 
capitalized development costs in connection with our GTL prospects are required. No similar write-downs 
are required under Canadian GAAP. Our cash flow from operating activities for the year ended 
December 31, 2001 was $2.4 million, up from the cash flow deficiency from operating activities of 

$11.8 million we experienced in 2000. In 2001, we raised $18.2 million through private placements and 
the exercise of warrants and incentive stock options ($47.7 million was raised in 2000 from similar 
sources). In 2001 we invested $40.5 million ($40.8 million in 2000), primarily in exploration and 
development activities. 


Production 


At our South Midway Sunset field in California we have drilled 31 wells, 29 of which are producing. We 
are currently producing approximately 400 net Bbls/d. In the fourth quarter of 2001 we completed a 
pilot cyclic steam enhancement project, which was very successful in more than doubling production 
rates in the five wells that were treated. A full-scale cyclic steam project is now being planned to 
commence in 2002. South Midway Sunset is primarily designed to provide us with immediate cash flow 
from a low risk, low cost development project with existing infrastructure. We own a 100% working 
interest and a 93% net revenue interest in the project. Aera elected not to participate in this project but 
receives royalties pursuant to the Aera exploration agreement. 


As of the end of 2001 we have drilled 30 wells in the Spraberry field, which are producing approximately 
300 net Boe/d. All 30 wells have been completed in one or more of the Wolfcamp zones but 5 wells still 
are awaiting their Spraberry zone completions. We plan to start these completions in early 2002 and 
finish them by the end of 2002. During the remainder of 2002, we may drill an additional six to eight 
wells in the area known as Apache Flats where we have a 40% working interest before payout. To date 
we have drilled three wells in this area that are producing 40 net Boe/d 


South Midway Sunset and Spraberry are our only producing fields in the United States. The substantial 
declines in oil and gas product prices during 2001 have had significant impact on our operating 
profitability at these fields and have made it necessary to provide a provision for impairment on the 
carrying value of our United States evaluated oil and gas assets. We recorded an impairment provision of 
$5 million at the end of the second quarter and an additional provision of $9 million at the end of the 
third quarter. No further provision was required at year-end. 


In China, with the decision on both our projects to proceed to the development stage, we commenced 
in early 2001 to record our production from our pilot wells as income as opposed to crediting project 
carrying costs as was previously our practice. At year end, 8 wells were producing at Dagang at a rate of 
555 Bbls/d and 2 wells at Daqing producing at 51 Bbls/d. 


Production and revenues we generated in 2001 are detailed below. Although we generated production 
revenue in 1999, it was all attributable to our former Russian operations and, as a consequence, is not 
comparable. 
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2001 


U.S. China Total 
Net Production 
Oe OS Oe eee ne Cie erent henner eae 211,366 165,599 376,965 
OES, od i Tau aol am eh ae Ora eo 127,306 — 127,306 
SOS) ca pats alt al darts enreliecn Hon fk SPS gan AIK ALA eee 232,584 165,599 398,183 
Per Boe 
[REO 7a 16 Cee) PECAN af 1a en SN eG i ee Sy PAE $ 24.42 $22.96 
La TIMCCOSUSS Gre ok eras MEAD oo eh) oe MEN EL eR ok Toran male's, 7.28 10.50 8.62 
RIAUGHION AXES haa vie ws patie’. Pe ee te ae Oh Chile Gh ced Sea's 1.01 0.00 0.59 
8.29 10.50 9.21 
Depletion, Depreciation and Amortization .................. 8.12 6.79 7.56 
16.41 17.29 16.77 
EES Bei rer es Me Me aL AN se CE oe ee SP 65:52 Siwzeh3 Same6:19 


Total revenue from our oil and gas operations was $9.1 million. Operating costs we reported in our 
statement of income (loss) included allocated head office engineering support of $1.1 million for 2001 
(2000 — $0.5 million). 


Project Identification Costs 


We remain committed to the geographical diversification of our oil and gas activities. We follow the 
practice of expensing the costs we incur in pursuing and investigating new projects as well as costs 
associated with investment banking advice. During 2001, we incurred $6.2 million, up $2.5 million from 
the $3.7 million incurred in 2000, in costs associated with international project opportunities that we 
have rejected. Of the increase $1.4 million is attributable to payments to investment bankers for 
assistance with financial and strategic planning. 


General and Administration 


We incurred general and administrative costs of $2.6 million during 2001, down $0.3 million from the 
$2.9 million we incurred in 2000. 


Other Income and Expenses 


Interest income represents income we earned on our excess cash balances held during the year. The 
decrease of approximately $0.4 million from 2000 arises from a reduction of our cash balances and 
interest rates during 2001. Russian litigation costs ceased in mid 2000 with the successful resolution of 
our dispute with our Russian joint venture partner and divestiture of our Russian projects. Depletion and 
depreciation is up $2.9 million from 2000 due to the inclusion of production from our US properties for 
a full year and the inclusion of production from China in income in 2001. 


Income Taxes 


We have significant tax losses available to carry forward and reduce taxes otherwise payable. Details of 
these losses are in Note 10 to the consolidated financial statements included herein under Item 8. Given 
the uncertainty as to the utilization of these tax loss carry-forwards, we have followed the practice of 
recording a provision against the tax benefit asset resulting from these losses. 


Exploration and Development Activities 


During 2001 we continued our exploration program in the San Joaquin Valley of Southern California on 
acreage primarily acquired under the Aera exploration agreement. Using the extensive proprietary 
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seismic and technical databases owned by Aera and supplemented by us, we have identified over 40 
drillable prospects in 18 Areas of Mutual Interest (“AMIs”) covering approximately 72,800 acres. Aera has 
elected to participate in 12 of these AMls (in which we have working interest ranging from 12.5% to 
50%); in 3 AMIs Aera elected not to participate and on 2 AMls Aera has yet to make an election. In the 
remaining AMI we have both elected not to pursue the prospect and have farmed it out retaining an 
overriding royalty interest. We spud our first deep gas exploration well at Northwest Lost Hills in Kern 
County, results of which will not be known until the second quarter 2002. In addition, we drilled 2 other 
exploration wells in southern California, which were unsuccessful, and were abandoned. See Items 1 

and 2. “Description of Business and Properties — Oil and Gas Properties — California — Aera Exploration 
Agreement”. At South Midway Sunset we continued our drilling program by drilling 10 more 
development wells, all commercial oil producers. (See above discussion under “Production”) Additionally 
we initiated a pilot cyclic steam enhancement project, resulting in a full-scale steam project planned to 
commence is 2002. We acquired overriding royalties, ranging from 1.75% to 6.58%, in the deep rights of 
certain leases of the Aera exploration agreement. 


In Texas, we drilled an additional 14 producing wells in the Spraberry Trend acreage in west Texas. (see 
above discussion under “Production”) In 2001, we spud 2 wells in the Cresslan Ranch prospect within the 
Bossier Trend in east Texas, both of which encountered gas shows and are currently being prepared for 
stimulation and testing. We continue to increase our leased acreage in the Bossier area. 


In Kentucky, through a participation agreement entered into in March 2001, we drilled 3 exploration 
wells. Two are currently awaiting stimulation before testing and one well is suspended. 


At our Dagang Project in China, we completed our pilot-testing phase in February 2001 and later in the 
year submitted our overall development plan to the Chinese authorities for their approval, which is 
expected in the first half of 2002. In the interim, we continue to operate the pilot wells with production 
revenue accruing to us. At our Daqing Project, our overall development plan was approved in February 
2001 and we resumed operatorship and rights to revenues March 1 2001. The resumption of our rights 
to revenues at Daqing represents the primary difference between our China oil production reported 
below of 102,708 net barrels and the China oil production of 165,599 in 2001. Our Daqing Project is 
small by international standards and negotiations with CNPC for additional blocks to be included in the 
contract area have proved unsuccessful and after an internal review our China projects, and based on 
our shift towards major gas development in China we put the Daqing project up for disposal. Effective 
January 22, 2002 we disposed of the project for $2.4 million and an overriding royalty on future 
production. 


With the decision to proceed to the development stage, beginning in 2001 for accounting purposes, all 
oil revenues and related operating costs are included in our statement of loss and deficit. For Daqing 
this was March 1, 2001. The following summarizes the production and revenue we realized from the pilot 
testing phase of our Dagang Project during 2000 and 1999. Prior to deciding to proceed to the 
development phase, this revenue was credited to the China cost pool for accounting purposes. During 
this same period under a special arrangement with CNPC we had relinquished our operations of the 
Daqing project and therefore we show no pilot test production for that time frame. All sales of oil are at 
or about WTI less approximately $2.00 for quality and transportation. We receive all proceeds in 

U.S. dollars offshore China. 


2000 1999 
Oil. production: (net) ze BDI Se ee a tee ears aeescece a cela enw a ee tr eee 102,708 4,334 
Price: per Bol tealiZel slo i4 Bae sos ay aes Oe gels ARO Jn en eh Rea $ 28.26 S 2a27. 
Total, phoceeds -\sF4:c27. shore, alee caantts Pes eee OP ee ate eran $2,903,000 $92,203 
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Total capital spending on oil and gas operations, including non-cash transactions, during 2001 compared 
to 2000 was as follows: 


2001 2000 
(in thousands) 


Capital Expenditures: 
PEILCCHUS ALCS Gene RRO Ot tie ANT tn pars lye Macy ate th Alyy dre. dle sg a4 $33,865 $22,816 
IASI 9 Gis Case aC aE GrERO Gs, GRO RSA Rt les PAO gtr SNOT eI 0 6,502 5,676 


$40,367 $28,492 


Comprised of: 


BROS OLLY KACCUISIUION Maeesse UNA eRe Cs. tte t Rye omc L, chy tie soy vig tare wie.c dR ket $ 5,688 $ 6,392 
BPO en Cec OHUNS MON ene teem co cant eer N Sra de Mote al ate ae se cence 4,043 Ley 
SSLSSTIIN GG RRA SE RAs tha ns Ae ta ek AR men 9 Pe ee a 1,348 3,840 
Be SOLU ON ene ee Veal, oC Men EN ede oe ole eatiaiy ee cits, niens 10,197 667 
CEO ICIS rer ORCL tee Nisan Sach a a a erence et Concer the ak Le hae cca gtat eiaber the el oa 19,091 19,376 

40,367 31,432 
Pees asO MDT OCUCUOU mew aa ui 3 octet, cnc tee ta ue ache topcl hae ida cnt Hes — (2,940) 


$40,367 $28,492 


Gas-to-Liquids 


In 2000, we acquired a master license from Syntroleum permitting us to use Syntroleum’s proprietary 
GTL process in an unlimited number of GTL projects around the world except North America, China and 
India. We have identified and are aggressively pursuing projects in Qatar and Egypt. To date we have 
undertaken detailed feasibility studies for the construction, operation and cost of GTL plants and 
conducted marketing and transportation feasibility studies for Europe and the Asia- Pacific regions. Costs 
of $5.1 million ($3.9 million incurred in 2001) incurred in connection with the ongoing negotiations for 
these projects and the costs of our feasibility studies have been capitalized. For United States GAAP 
purposes these costs have been written off. See Items 1 and 2. “Description of Business and 

Properties — Gas-to-Liquids Projects”. 


In 2000, we invested $2 million in Syntroleum’s Sweetwater project to be located on the Burrup 
Peninsula in Western Australia. An additional $19 million investment was agreed, contingent on 
Syntroleum securing project financing. We have since identified two larger GTL project opportunities in 
Qatar and Egypt, which may affect our continuing participation in Sweetwater. However, no decision has 
been reached at this time. 


Liquidity and Capital Resources 


In 2001 we commenced an aggressive capital expenditure program. For the year ended December 31, 
2001 we expended $ 36.8 million for acquisition, exploration and development activities and an 
additional $3.9 million to further our GTL business. To facilitate these expenditures we raised $18 million 
through private placement. 


In 2002 we plan to incur capital expenditures of approximately $45 million of which $25 million is 
allocated to our exploration and development activities and an additional $20 million is allocated to 
furthering our GTL activities. Actual exploration and development expenditures in California and Texas 
will be contingent upon continued drilling success at Northwest Lost Hills and Bossier. Actual GTL 
expenditures will be primarily contingent upon the successful outcome of our negotiations in Qatar and 
our future role, if any, in the Sweetwater project. 


At current oil and gas prices and given our cash on hand at year end no additional funding will be 
required to fund our current level of administrative and engineering costs through 2002. Our $1 million 
convertible debenture is due in August 2002, if the holders choose not to convert. 
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We currently do not have the financial resources to carry out our planned 2002 capital expenditures. It 
will be necessary for us to raise the funds through the issuance of equity or debt securities, project 
financing, additional joint ventures with third parties, disposal of non-core asset or a combination of the 
foregoing. While we have had success in the past in raising funds through the issue of equity, we can 
give no assurance that we will be able to in the future. Should we be unable to raise the necessary 
funds to carry out our 2002 budget it will be necessary to prioritize our activities, which may result in 
our delaying and potentially losing some valuable business opportunities. Any such delay or loss may 
have a material adverse effect on our ability to successfully implement our corporate strategy. 


Subsequent to year-end we raised $2.4 million from disposal of our Daqing project in China. 


Off Balance Sheet Disclaimer: 


At December 31, 2001 and 2000, we did not have any relationships with unconsolidated entities or 
financial partnerships, such as entities often referred to as structured finance or special purpose entities, 
which would have been established for the purpose of facilitating off-balance sheet arrangements or 
other contractually narrow or limited purposes. In addition, we do not engage in trading activities 
involving non-exchange traded contracts. As such, we are not materially exposed to any financing, 
liquidity, market or credit risk that could arise if we had engaged in such relationships. We do not have 
relationships and transactions with persons or entities that derive benefits from their non-independent 
relationship with us or our related parties except as disclosed herein. 


Year Ended December 31, 2000 
Overview 


During 2000, we concentrated our efforts on developing drillable prospects in the San Joaquin Valley of 
California on acreage covered by the Aera exploration agreement and on additional acreage we acquired 
there. To date, we have identified six drillable prospects. We have selected a location for our first 
deep-gas well at Northwest Lost Hills and, depending on rig availability, we plan to spud the well during 
the second quarter of 2001. During the second quarter of 2000, we commenced a drilling program in 
the South Midway Sunset area and, by year-end, we had drilled 21 wells. We commenced commercial 
production during the third quarter. 


In 2000, we secured a 62.5% interest (96% interest in the first four wells) in 9,100 gross (5,700 net) acres 
in the Spraberry Trend of the West Texas Permian Basin. By year-end, we had spudded 16 wells. Our 
interest in the play decreases to 50% after payout. During the fourth quarter of 2000 and the first two 
months of 2001, we acquired an interest in over 28,400 gross (20,700 net) acres in the Bossier sands in 
East Texas, where we expect to commence drilling in the third quarter of 2001. 


At our two projects in China, we concentrated our efforts on completing the pilot testing phase of the 
Dagang Project and obtaining approval by the Chinese government for our overall development plan at 
our Daqing Project, which we received in February, 2001. Implementation of the plan is scheduled to 
commence in the third quarter of 2001. At our Dagang Project, the pilot testing phase was completed 
successfully in February 2001. We now plan to proceed with the development phase which will require 
the submission of an overall development plan to the Chinese government for approval. We expect to 
submit it in the second half of 2001. 


During 2000, we acquired a master license from Syntroleum permitting us to use Syntroleum’s 
proprietary GTL technology and on October 5, 2000 we signed a letter of intent with Syntroleum to 
acquire a 13% non-recourse partnership interest in Syntroleum’s Sweetwater GTL project under 
development in Western Australia. 


In August, 2000 we were successful in negotiating a settlement of our legal dispute with our Russian 
partner at Tura in Western Siberia. In consideration for relinquishing our entire interest in Tura and the 
adjacent Radonezh Project, we received $28.2 million, net of settlement and severance costs of 

$0.8 million. 
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Operations 


Our net income for the year was $5.4 million ($0.05 per share) compared to a loss in 1999 of $7.8 million 
($0.08 per share). We attribute the improvement from 1999 to the commencement of initial production 
from our properties in California and Texas and from the gain of $12.2 million we realized from the 
settlement of our Russian dispute. Our cash flow deficiency from operating activities for the year ended 
December 31, 2000 was $11.8 million, up 90% from the cash flow deficiency from operating activities of 
$6.2 million we experienced in 1999. ln 2000, we raised $47.7 million through private placements and 
exercise of warrants and incentive stock options ($0.7 million in 1999) and invested $40.8 million 

($10.7 million in 1999) in capital assets. By the end of 2000, we were able to sell, without further loss, 
the last of our equipment originally destined for Russia. 


Production 


In 2000, we commenced production at our South Midway Sunset field in California and at our Spraberry 
field in West Texas. At South Midway Sunset we drilled and completed our first well and went into 
production in July 2000. By year-end we had drilled a total of 21 wells of which 19 were completed and 
17 in production. The remaining two completed wells were placed on production in January 2001. The 
two uncompleted development wells were dry, one of which we plan to use as a water disposal well. At 
the Spraberry Trend, we drilled 16 wells in 2000, of which 10 were completed and on production by 
year-end, with the remaining six wells completed and placed on production in early 2001. To date in 
2001, we have drilled an additional six development wells, of which one was placed on production in 
February, 2001. 


Production and revenues we generated in 2000 are detailed below. Although we generated production 
revenue in 1999 and 1998, it was all attributable to our former Russian operations and, as a 
consequence, is not comparable. 


2000 
Midway Spraberry Total 

Net Production 
Ol Sve DIS hk Oo Ste, cad Mord Mec aie Peckehion hoe Le 19,096 10,981 30,077 
RAS PeHVIGE Sst ca PES ee eNO ote bm tote, ema ier Nn Mcciate relies = 4,816 4,816 
BOO ee oe Oe Vie TA Ae Aa ta tah EAB Se Sa ae eee 19,096 11,833 30,929 

Per Boe 

PVCTAUECASAICS PIICOs «esac Saas Mei 1th eee eye eh tek $ 25.39 $ 30.96 Sees 
OpeVratiniGncOstse weil i/e. 2 nn gaye rene in yet antl ancien tane esate ey eRe 13.56 4.25 10.00 
PROCUCTION PaKOS pvc. ohh Ba NUE Beaters et we en eae — 1.50 0.57 
13.56 Sls) 10.57 
Depletion, Depreciation and Amortization .................+.4.- 8.70 
19227, 
NG tir re ey ee ee en Te, aii of NS OE Oe ee eee $ 8.25 


Total revenue from our oil and gas operations was $851,000. Our operating costs at South Midway 
Sunset were unusually high due to facility rental costs associated with start-up operations. We expect to 
reduce our operating costs at South Midway Sunset to the $4.00 per barrel range during the second 
quarter of 2001. Operating costs we reported in our statement of income include allocated head office 
engineering support costs of $0.5 million. Depletion, depreciation and amortization costs are high due to 
the nature of the South Midway Sunset and Spraberry Trend projects. While South Midway Sunset and 
Spraberry Trend require high development and facility costs to exploit limited reserves, both provide 
good economic returns at current oil and natural gas prices. 
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Project Identification Costs 


We remain committed to the geographical diversification of our oil and gas activities. We follow the 
practice of expensing the costs we incur in pursuing and investigating new projects. With the acquisition 
of our Syntroleum master license, we have intensified our search for new international oil and gas and 
GTL projects. During 2000, we incurred $3.7 million, up $2.0 million from the $1.7 million incurred in 
1999, in costs associated with international project opportunities that we have rejected or that we were 
still investigating at year-end. Once we obtain rights or interests in a new project we capitalize the costs 
we incurred in obtaining the project. 


General and Administration 


We incurred general and administrative costs of $2.8 million during 2000, up $0.2 million from the 
$2.6 million we incurred in 1999. We attribute the bulk of the increase to the costs associated with 
listing on NASDAQ in 2000. 


Other Income and Expenses 


Interest income represents income we earned on our excess cash balances held during the year. The 
increase of approximately $0.5 million during 2000 arises from the additional funds available from two 
private placements we completed during the year and from the divesture of our Russian projects. 
Russian litigation costs (down approximately $0.3 million from 1999), depletion and depreciation (down 
$1.3 million from 1999) and asset write downs (down $2.5 million from 1999) all result from the 
divesture of our Russian projects and the settlement of our legal dispute with our Russian partner in 
August 2000. 


Income Taxes 


We have significant tax losses available to carry forward and reduce taxes otherwise payable. Given the 
uncertainty as to the utilization of these tax loss carry-forwards, we have followed the practice of 
recording a provision against the tax benefit asset resulting from these losses. In 2000, our expected 
income tax expense on the income reported on our statement of income has been reduced by the 
benefit of tax assets not previously recorded. 


Exploration and Development Activities 


During 2000, we carried out an extensive exploration program in the San Joaquin Valley on acreage 
primarily acquired under our Aera exploration agreement. We participated in an 80,000 acre 3-D seismic 
shoot, the largest ever carried out in the San Joaquin Valley. We purchased an additional 7,000 acres of 
3-D seismic previously shot in the same area. We also continued interpreting over 2,000 miles of 2-D 
seismic acquired in 1999. We submitted preliminary prospects to Aera for its review in 14 areas covered 
by the Aera exploration agreement. We are developing numerous drillable prospects within those 
preliminary prospect areas and, during 2000, we submitted six drillable prospects to Aera. At South 
Midway Sunset, where we have a 100% interest, we commenced a drilling program, details of which are 
discussed above under “Production”. In addition to the South Midway Sunset drilling program, we drilled 
three other exploration wells in the San Joaquin Valley during 2000, two of which were dry and 
abandoned. We are still testing the third well to determine its commercial potential. We identified the 
location of our first deep gas well at Northwest Lost Hills and we expect to spud the well during the 
second quarter of 2001. 


In Texas, we drilled 16 successful wells in our Spraberry Trend acreage in West Texas by year-end and an 
additional four wells during the first two months of 2001. Through a series of transactions in late 2000 
and early 2001, we were successful in acquiring an interest in over 28,400 gross (20,700 net) acres in the 
Bossier gas sands in East Texas. We expect to commence drilling at Bossier during the third quarter of 
2001. 
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At our Dagang Project in China, we completed our pilot testing phase in February, 2001. During 2000, as 
part of the pilot testing phase, we placed in production four new wells. We placed our initial well on 
water injection late in 2000 to evaluate the waterflood potential of the field. We also placed on 
production a fifth well in early 2001. We have decided to proceed to the development stage of our 
Dagang Project, which will require the submission of an overall development plan to the Chinese 
government for approval. We expect to submit it to the Chinese government during the second half of 
2001. In the interim, we will continue to operate the pilot wells with production revenue accruing to us. 
At our Daqing Project, our overall development plan was approved in February, 2001 and we expect to 
start implementing it during the third quarter of 2001. Although we completed the pilot testing phase of 
the Daqing Project in 1998, we delayed submitting our overall development plan to the Chinese 
government because of low world oil prices and in order to focus our attention on our Dagang Project. 
In the interim, we agreed with CNPC to temporarily cede our operatorship of the Zhaozhou field 
pending completion and approval of our overall development plan for the Daqing Project. Having 
submitted and received approval for the Daqing Project, we expect to resume our role as operator 
during the first quarter of 2001. 


The following summarizes the production and revenue we realized from the pilot testing phase of our 
Dagang Project. Prior to deciding to proceed to the development phase, this revenue was credited to the 
China cost pool for accounting purposes. All sales of oil are at or about WTI less approximately $2.00 for 
quality and transportation. We receive all proceeds in U.S. dollars offshore China. 


2000 1999 
Oicproduction: (Net) BIS. 75): 6 sere. sees sia «Sheets wee eas hc ete slate ef 102,708 4,334 
Pre pero Dh Teallzed a hetars Satna fey te ween eee ee IO nine Do re NE Se 28226 See 1h 
NOLAMOLOCECUSi 5 tare ere oN tee Pee SEM ea Sea teee Gn, HER Ne ames $2,903,000 $92,203 


Our total capital spending on oil and gas operations, including non-cash transactions, during 2000, 
compared to 1999, was as follows: 


2000 1999 
(in thousands) 
Capital-expenditures— "United States ac... 45. Soak teeta. dee ot oa $22,816 $ 9,644 
2H Gl p\ [ats Aner pam niee Se sey hs Rais A ie DAR MO ae ey See 5,676 8,811 
== | RUSSIAde Se ee nde en ae ERS Berta hetere _ 1,283 


$28,492 $19,738 


Comprised: of: —— Property ACQUISITION <2 aera, =. «0s sciieteetnulae eae aeierneem ter $ 6,392 $ 6,876 
—uROVAaItY ACQUISITION? 2 untae. y a du hicknnnaed bens tae Ope bee Tits 4,023 

aS =1K]9 Nl ek eA ee os Tron EE PERSIE tiie. ot eae lg nth «1 Siren loro Na 3,840 3,442 

EX DIOFAUION wis £5. sacteis So eueget es sere lo Bicebers pacer ap ot aleuenn wee ayaa 6 667 Vil 

—= DEVEIOPIMENU a(n tees nem a coe ee a de alee Od yee s 19,376 4,178 

31,432 19,830 

Bess.ctiitia, Ol DTOGUGCHON we--) tyne ie ae ce tay oe eae apa eee ete ae eee (2,940) (92) 


$28,492 $19,738 


Gas-to-Liquids 


During 2000, we acquired a master license from Syntroleum which allows us to use Syntroleum’s 
proprietary GTL technology in an unlimited number of GTL projects throughout the world excluding 
North America, China and India. The Syntroleum GTL process converts natural gas into synthetic liquid 
hydrocarbons that can be utilized to develop cleaner-burning diesel fuel and other synthetic petroleum 
products. We have commenced engineering studies and review of several potential sites for our first GTL 
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plant and we are in advanced discussions with national petroleum corporations in the Middle East and 
Asia. 


On October 5, 2000, we signed a letter of intent with Syntroleum to acquire a 13% non-recourse 
partnership interest in Syntroleum’s Sweetwater GTL project under development in Western Australia. The 
plant, which will be located on the Burrup Peninsula in Western Australia, will convert natural gas 
contracted from the North West Shelf Venture Partners into ultra clean synthetic specialty products, such 
as lubricants, industrial fuel and paraffins, as well as synthetic fuels. 


ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK 


We have exploration and development projects in the United States and China. Our projects are at 
various stages and, like all exploration companies in the oil and gas industry, we are exposed to the 
significant risk that our exploration activities will not necessarily result in a discovery of economically 
extractable reserves. 


We currently have limited production. Until June, 1999, we had a successful producing project in Russia, 
but legal actions initiated in the Russian courts by our Russian joint venture partner deprived us of the 
right to operate the field and to realize any continuing return on our investment. As a result, we sold our 
interest in the project in August 2000. Oil and gas revenue reported before 2000 was generated from 
our share of production from the Russian project. 


Given our limited production, we have limited exposure to commodity price risks. We are exposed to the 
risk that we may require a provision for impairment as to the carrying value of our oil and gas assets. 
The carrying value of our capitalized oil and gas assets is compared quarterly to the estimated 
recoverable value of our proved reserves based on period-end commodity prices, unescalated. We are 
exposed to the risk that we will be unable to engage competent cost-effective contractors and suppliers 
for our operations, risks that damage to, or malfunction of, our equipment will hinder our ability to carry 
out our exploration activities and risks that foreign laws may not adequately protect our interests in 
disputes with foreign partners and others. 


In the international petroleum industry, most production is bought and sold in United States currency or 
with reference to United States currency. Accordingly, we do not expect to face foreign exchange risks if 
and when we commence large scale commercial production. Most of our business transactions are 
conducted in United States currency in the countries in which we operate. 


We currently have minimal debt obligations and, therefore, we do not believe that we face any undue 
financial risk from interest rate fluctuations and we are not currently involved in any transactions of a 
hedging nature. 
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA 


Index to Financial Statements and Related Information 


PME OLS MRED ORG re fa ern er ee PT ee ee wer MeO Cha hs Sie cee s Cee ee a Gane 


Consolidated Financial Statements 
@OMSOlIGatedibalancesSheet samen aca Ware eetsce Martech Rene Cy AU ete Ree ep Me un ky es we 
Gonsolidated Statements of oss: (Income)-and Deficit #45... seee es. cceseos esc cect ones lee 


@onsolidatedcStatements ola@asmeRlOW/ eee ets a oe Ske Ceiiees fos 6 ioe ise ees oe whats 
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AUDITORS’ REPORT 


To the Shareholders of 
Ivanhoe Energy Inc.: 


We have audited the consolidated balance sheets of Ivanhoe Energy Inc. as at December 31, 2001 and 
2000 and the consolidated statements of loss (income) and deficit and cash flow for each of the years in 
the three year period ended December 31, 2001. These consolidated financial statements are the 
responsibility of the Company’s management. Our responsibility is to express an opinion on these 
consolidated financial statements based on our audits. 


With respect to the consolidated financial statements for each of the years in the two year period ended 
December 31, 2001 we conducted our audit in accordance with Canadian generally accepted auditing 
standards, and United States generally accepted auditing standards. With respect to the consolidated 
financial statements for the year ended December 31, 1999, we conducted our audit in accordance with 
Canadian generally accepted auditing standards. Those standards require that we plan and perform an 
audit to obtain reasonable assurance whether the financial statements are free of material misstatement. 
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the 
financial statements. An audit also includes assessing the accounting principles used and significant 
estimates made by management, as well as evaluating the overall financial statement presentation. We 
believe that our audits provide a reasonable basis for our opinion. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial 
position of the Company as at December 31, 2001 and 2000 and the results of its operations and its 
cash flows for each of the years in the three year period ended December 31, 2001 in accordance with 
Canadian generally accepted accounting principles. 


Calgary, Alberta (signed) Deloitte & Touche LLP 
February 8, 2002 Chartered Accountants 


COMMENTS BY AUDITORS FOR U.S. READERS ON 
CANADA — U.S. REPORTING DIFFERENCES 


In the United States, reporting standards for auditors require the addition of an explanatory paragraph 
(following the opinion paragraph) when the financial statements are affected by conditions and events 
that cast uncertainty as to the Company’s ability to carry out and complete planned activities without 
raising additional financing, as described in Note 1 to the financial statements. Our report to the 
shareholders dated February 8, 2002 is expressed in accordance with Canadian reporting standards which 
do not permit a reference to such events and conditions in the auditor’s report when these are 
adequately disclosed in the financial statements. 


In addition, in the United States, reporting standards for auditors require the addition of an explanatory 
paragraph (following the opinion paragraph) outlining changes in accounting principles that have been 
implemented in the financial statements. As discussed in Note 11 to the financial statements, in 2001 the 
Company changed its method of computing diluted earnings per share to conform to the new Canadian 
Institute of Chartered Accountants Handbook recommendations section 3500. 


Calgary, Alberta (signed) Deloitte & Touche LLP 
February 8, 2002 Chartered Accountants 


34 


IVANHOE ENERGY INC. 


Consolidated Balance Sheets 
(stated in thousands of U.S. Dollars) 


As at December 31, 


2001 2000 
Assets 
Current Assets 
Serer CASIMECUNVAIENICS seemtviny :) Vincent a cra ctbaiiate B ete ane EES ob miss. Joe arduaila, dele $ 9,697 $29,694 
INGGOUMESSTEGCIVAD| Gepaetdol RI eee yas ee ie lott ict cos, suelo ao ameyer axl cuamieee 3 1,938 4,532 
RET ORMNEIET 7. rM On Pr MRR ANON 2 Cott [2 ee he ads A hh Wie ee eae any 375 872 
12,010 35,098 
PMAMREN EN ASSCUS Aah pene a ener rare (ACe atin 2 Ris cis Punt Bawa aia Winuha's a nGehelahe. 397 242 
Oil and gas properties, equipment and GTL investments, net (Note 3) ........... 91,596 64,460 
$104,003 $99,800 
Liabilities and Shareholders’ Equity 
Current Liabilities 
AECOUNES Payavle: and accruled MADINUeS 4.7.67 ak casa tite as oe ee ewe hee Somes S$ 5,974 S 2,951 
Gonvertible:debenturen(NOte 4) eetelan ia vite een oe dnt oars se itieevunee alesis 1,000 1,000 
6,974 3,951 
ProvisiompOlssite:restoraulOhions ibe cite kare ce a ke oe en are oii. eZ 11 
Shareholders’ Equity 
SUNAPSN CAP EOI VINOLC gS) eit crea a che pe vay re oe ear clic, SRS ted np rote Magee eye Cos be Sac Eh 120,392 98,211 
YEN VGA Ga Bacar ibs oe etapa Me CR Sol FEUER ee A A a ek ce el 5 SE (23,495) (2373) 
_ 96,897 — _ 95,838 
$104,003 $99,800 
Approved by the Board: 
(signed) David Martin (signed) Leon Daniel 


Director Director 
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IVANHOE ENERGY INC. 


Consolidated Statements of Loss (Income) and Deficit 
(stated in thousands of U.S. Dollars, except per share data) 


Year ended December 31, 


2001 2000 1999 
Revenue 
Petroleum and natural gas revenue............ 0.00. e cece eee ee $ 9,144 S85! $ 5,460 
OPEratiNGwheVeNUein: 5 ete adecr ce teo eta eee. eee ew eee — — 296 
[NtEFESt TNGOMIGR aS iste hed toc e eacrs ieee ee oe a deere ane et 578 990 454 
Gain:on sale-of Russian: projects (Note.9) 7-5 eens ee ee eee — i227 — 
9,722 14,063 6,210 
Expenses 
Operating! COStSs 2. oc iek coe Caen ee ee ee ee 4,758 787 4,219 
Project identification costs: 5 «ve. ass. e- aces eee eee ee eee 6,210 37/52 1,735 
General ahd administrative. .7)5,5:04.100.. ny en ee ee ee 2,635 2,914 2,693 
Russian litigation(-...0 on. cs ses cece eo ore eee Eee en eee — 860 1,134 
Depletion and.depreciation? .355.52 20 +25 ae nee ocean ee 3,241 341 1,714 
Provision for impairment (NOtG-8)\ spon aca ka ees fe cee eee 14,000 — 2517 
30,844 8,634 14,012 
Net Loss (Income) (Note 10)............ 00.0.6 ce cece eee 21,122 (5,429) 7,802 
Deficit, beginning Of year Bacco atte al eee TO 23/3 7,802 74,455 
Transfer of deficit to share capital (Note 5)................0.0055 — — (74,455) 
Deficit; end..of year’ .: oe Core se eae § 23,495 Sy PHY fe $ 7,802 
Net Loss (Income) per share (Note 11) 
Basic. fo Sc ec AOI Ain hag cates age Rare ad ne om Sy eOAG $ (0.05) S$ 0.08 
DiC <2 Eee RRO Param nt bcta rt 5.8 ote Aas, cas We ae tued a gaye ares SosOuG S$ (0.04) $ 0.08 
Weighted Average Number of Shares (in thousands) 
(Note 11) 
BASIC sos. siegh ois sewediic Ghas ROO Oe ete Ore eee 128,598 119,719 99,687 
Diluted. iscsi eachibs eee a een es eee eee 128,598 124,549 99,687 
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IVANHOE ENERGY INC. 


Consolidated Statements of Cash Flow 
(stated in thousands of U.S. Dollars) 


Operating Activities 

BiermrtO SS) COMO ur ss tc ccM eRe ET ee GE Mik sch are acaiite ae os 

Items not requiring use of cash 
Gain on sale of Russian projects (Note 9) ............... 
Provision. for impairment (Note 8)... = 56.2.5. :0.05+ 55: 
Depiction and GepreciatiON as... 6. ac6 5 ve pea fee oe wens 
OT) TELE aaa’ 9 i: gs alia Pia ig abe nat a ie re es Te 


Investing Activities 

Oil and gas properties, equipment and GTL investments .... 
Recovery from: RUSSIAN projects. 0. h.26 is eee nk os 
MONON Meas cereal rh IR Ae kn fe BP ACen AGS Cah tweed ssi Ae abe 


Financing Activities 
Shares issued on private placements (net) ................ 
Shares issued on exercise of options and warrants ......... 


Increase (decrease) in cash and cash equivalents, for the year 
Cash and cash equivalents, beginning of year ............. 


Cash and cash equivalents, end of year................... 


Supplementary Information Regarding Non-Cash 
Transactions 

Investing activities, net assets acquired: 
OVENMICINGOVAIUOES oo rs ave fo ooo era Pets apie seamen eee 
EASE AGCUNSICON as aia, etic. 2 eke ae au eustatenetohe seu SS carers 
Accounts receivable f .3 Fee tcc sort cir 4 abeemcenuin eee eee ee 
ACGUISINONWOF China, assets, o-a.4 25 <0 crs osc eee 


Financing activities, non-cash: 
Sharessissucdrasuconsidcratlonimee erase hie meee ree 


Included in the above are the following: 
TEA EOTC Ea MR rere SOE ne aR eM Neer a See err mmo co NEP 
lnterest: did... ance BaviN:, Seeiaricn walneal = oie: ae eee 


Decrease (increase) in non-cash working capital items 
AGCOUMNLS FECEIVADIO MIE. <4. a ae ee non Cas aa are amen 
Mier CUITeNt ASSCUS esse we tet o eet thee free ea we tay casa Perens 
Accounts payable and accrued liabilities .................. 
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Year ended December 31, 


2001 2000 1999 
$(21,122) $ 5,429 $ (7,802) 
= (12,222) — 
14,000 = Zoe 
3,241 341 UNS 
= 67 47 
6,314 (5,448) (2,707) 
2,433 (11,833) (6,230) 
(40,504) (40,827) (10,728) 
= 31,710 D250) 
(155) 292 (392) 
(40,659) (8,825) (5,570) 
17,903 38,598 = 
326 OaA7. USS 
18,229 47,715 735 
(19,997) 27,057 (11,065) 
29,694 2,637 13,702 

$ 9,697 $ 29,694 Bre 2,637 
S72 /852 Sre917 $ 3,163 
900 = 568 
200 — — 

= == 5,279 
$953,952 Saeed $ 9,010 
So ERY Se A $ 9,010 
$104 $ 8 $ 199 
SAM id Sae9120 $ 86 
$ 2,794 $ (3,182) $ (673) 
497 (248) 1,967 
3,023 (2,018) (4,001) 
$ 6,314 $ (5,448) 322,707) 


IVANHOE ENERGY INC. 


Notes to the Consolidated Financial Statements 
(expressed in U.S. Dollars with amounts in tables being in thousands, except per share data) 


1. NATURE OF OPERATIONS 


Ivanhoe Energy Inc., a Canadian company, and its subsidiaries are focused internationally on three major 
strategies: 1) exploration and development of hydrocarbons 2) enhanced oil recovery and 3) the 
application of gas-to-liquids technology. Operations are currently carried out in the United States and 
China. 


The Company's activities contemplate significant capital expenditures to develop its properties and 
projects. Significant financing will need to be raised through equity, debt financing and joint venture 
partner participation in order to complete the planned activities. In the event that such financing is not 
available to the Company, it will be necessary to prioritize activities, which may result in delaying and 
potentially losing business opportunities and causing potential impairment to recorded assets. 


2. SIGNIFICANT ACCOUNTING POLICIES 


These consolidated financial statements have been prepared in accordance with generally accepted 
accounting principles (“GAAP”) in Canada. The consolidated financial statements also conform in all 
material respects to United States GAAP, except for the following matters for which details are provided 
in the referenced notes: — the price per share used to record the acquisition of royalty interests 

(Note 3); — reduction of the deficit as at December 31, 1998 (Note 5); — net loss (income) for the year 
as a result of an additional ceiling test required under United States GAAP and the requirement to write- 
off capitalized development costs incurred in connection with our GTL prospects, net loss (income) per 
share calculations, and additional disclosures required under United States GAAP (Note 15). 


The preparation of financial statements requires management to make estimates and assumptions that 
affect the reported amounts and other disclosures in these consolidated financial statements. Actual 
results may differ from those estimates. 


Principles of Consolidation 


These consolidated financial statements include the accounts of Ivanhoe Energy Inc. and its subsidiaries, 
all of which are wholly owned. 


All inter-company transactions and balances have been eliminated for the purposes of these consolidated 
financial statements. 


Foreign Currency Translation 


The Company uses the United States Dollar as its functional currency since it is the currency of the 
economic environments in which the Company and its subsidiaries operate. Monetary assets and 
liabilities denominated in foreign currencies are converted at the exchange rate in effect at the balance 
sheet date and non-monetary assets and liabilities at the exchange rates in effect at the time of 
acquisition or issue. Revenues and expenses are converted at rates approximating exchange rates in 
effect at the time of the transactions. Exchange gains or losses resulting from the translation of foreign 
currency amounts are reflected in operations. 


Cash and Cash Equivalents 


Cash and cash equivalents include short-term money market instruments with terms to maturity, at the 
date of issue, not exceeding 90 days. 


38 


Financial Instruments 


The fair value of the Company's cash, accounts receivable, notes receivable, accounts payable and 
accrued liabilities approximates the carrying values due to the immediate or short-term maturity of these 
financial instruments. 


The estimated fair value of the convertible debenture at December 31, 2001 is approximately $1,442,000, 
(December 31, 2000 — $1,790,000). 


Oil and Gas Properties 


The Company follows the full cost method of accounting for oil and gas operations whereby all 
exploration and development expenditures are capitalized on a country-by-country cost centre basis. 
Such expenditures include land acquisition costs, geological and geophysical expenses, carrying charges 
for unproved properties, costs of drilling both productive and non-productive wells, gathering and 
production facilities and equipment, and financing and administrative costs related to capital projects. 
Proceeds from sales of oil and gas properties are recorded as reductions of capitalized costs, unless such 
amounts would significantly alter the rate of depreciation and depletion, whereupon gains or losses 
would be recognized in income. Maintenance and repair costs are expensed as incurred, while 
improvements and major renovations are capitalized. 


Costs of oil and gas properties accumulated within each cost centre, including a provision for future 
development costs, are depleted using the unit of production method based on estimated proved 
reserves. Significant development projects and expenditures on exploration properties are excluded from 
the depletion calculation until evaluated. These excluded costs are evaluated periodically for impairment. 


Royalties acquired are included in oil and gas properties and recorded at cost. 


Depletable costs, accumulated in each cost centre, net of depletion provided, future income taxes and 
accumulated site restoration costs, are compared annually to the non-discounted estimated future net 
revenues from proved reserves (based on year-end non-escalated prices), net of estimated administration 
and carrying costs, and related production and income taxes (“ceiling test”). Any accumulated costs in 
excess of the calculated ceiling test are charged to operations. 


Provision for Future Site Restoration 


The Company has developed an estimate for future site restoration and abandonment costs and is 
amortizing this estimate to operations using the unit-of-production method based upon estimated 
proved reserves. The provision is included with depletion and depreciation expense. 


Furniture and Fixtures 
Furniture and fixtures are stated at cost. Depreciation is provided on a straight-line basis over the 
estimated useful life of the respective assets, at rates ranging from three to ten years. 


Petroleum and Natural Gas Revenue 


Sales of crude oil and natural gas are recognized in the period in which the product is delivered to the 
customer. 


Loss (Income) Per Share 


The loss (income) per share is computed on the basis of the weighted average number of shares 
outstanding during each year. Effective January 1, 2001, the Company adopted, retroactively, the treasury 
stock method to determine diluted earnings per share (See Note 11). 
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Income Taxes 


The Company follows the liability method of accounting for future income taxes, which it adopted 
retroactively in the year ended December 31, 2000. Under the liability method, future income taxes are 
recognized to reflect the expected future tax consequences arising from tax loss carry-forwards and 
temporary differences between the carrying value and the tax basis of the Company's assets and 
liabilities. 


Stock Based Compensation Plan 


The Company has an Employees’ and Directors’ Equity Incentive Plan consisting of stock option, bonus 
and share purchase incentives (Note 5). Options are granted at market price and no compensation 
expenses are recognized when stock options are issued or exercised. Consideration paid upon exercise of 
stock options is credited to share capital. Compensation expenses are recognized when shares are issued 
from the stock bonus plan. The share purchase portion of the plan has not yet been activated. 


3. OIL AND GAS PROPERTIES, EQUIPMENT AND GTL INVESTMENTS 


Capital assets categorized by geographic location are as follows: 


December 31, 2001 December 31, 2000 
U.S. China Total U.S. China Total 
Oil and gas properties and equipment $65,997 $25,427 $91,424 $32,349 $18,887 $51,236 
Accumulated depletion ............ (2,143) (1,124) (3,267) (254) — (254) 
Provision for impairment ........... (14,000) — (14,000) — — — 


49,854 24,303 74,157 32,095 18,887 50,982 


Gas to Liquids Investments 


Masterlicensein ae. Aa eee 10,000 — 10,000 10,000 —- 10,000 
Investment in Sweetwater partnership 2,000 —_ 2,000 2,000 — 2,000 
Feasibility studies and other deferred 
COSISS.. one oe Saar Ree ee 5,142 — 5,142 i253 — l2os 
17,142 — 17,142 185253 —_ 135255 
Furniture and: fixtures .<...:evaqmehaeeeete 467 — 467 262 — 262 
Accumulated depreciation .......... (170) — (170) (37) — (37) 
297 = 2ST, 225 = 225 


$67,293 $24,303 $91,596 $45,573 $18,887 $64,460 


Costs as at December 31, 2001 of $40,267,000 (2000 — $24,822,000; 1999 — $12,767,000) related to 
unevaluated oil and gas properties are excluded from the depletable cost pools. 


For the year ended December 31, 2001 general and administrative expenses related directly to 
acquisition, exploration, development and GTL activities of $3,636,000 (2000 — $1,549,000; 1999 — 
$898,000) were capitalized. 


Gas-to-Liquids 


During 2000, the Company acquired a master license from Syntroleum Corporation permitting the 
Company to use Syntroleum’s proprietary gas-to-liquid process (“GTL”) in an unlimited number of GTL 
projects around the world except North America, China and India. The Syntroleum process converts 
natural gas into synthetic liquid hydrocarbons that can be utilized to develop, among other things, 
cleaner-burning diesel fuel. The Company views the process as holding significant potential for 
monetizing uneconomic stranded natural gas reserves in large gas-prone regions of the world. 
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On October 5, 2000, the Company signed a letter of intent with Syntroleum to acquire a 13% non- 
recourse partnership interest in Syntroleum’s Sweetwater GTL project in Western Australia. Under the 
terms of the letter of intent, the Company's 13% interest will cost a total of $21,000,000, of which 
$2,000,000 has been paid and will be used by Syntroleum, solely to fund front-end engineering and 
other project engineering expenses. Payment of the remaining $19,000,000 is subject to satisfaction of 
various conditions, including Syntroleum obtaining project financing. The Company's participation does 
not require any further financial commitments and entitles the Company to participate in 13% of the 
project cash flow each year. Syntroleum is continuing the process of refining the cost structure of the 
GTL facilities and securing financing for the project. 


The Company has undertaken detailed project feasibility studies for the construction, operation and cost 
of world class GTL plants in both Qatar and Egypt. In addition, the Company conducted two marketing 
and one transportation feasibility studies. Marketing studies were conducted for both Europe and the 
Asia-Pacific regions for GTL diesel and naphtha. Markets within these regions were identified and 
premiums for the GTL ultra clean fuels were estimated. Product forecasts from these studies will be used 
as the basis for evaluating the commerciality of each of the GTL projects. All cost associated with these 
two projects have been capitalized. 


Recovery of the GTL costs capitalized is dependent upon finalizing contracts to access natural gas 
reserves in the respective countries and the successful completion of GTL processing plants. For United 
States GAAP purposes development costs associated with the Company's GTL prospects of $5,142,000 
have been written off. 


United States 


In 1998, the Company acquired rights to an exploration agreement with Aera Energy LLC (““Aera”) in an 
area of more than 250,000 acres in the Southern San Joaquin Valley in California. The Aera Exploration 
Agreement (“Agreement”) gave the Company the right, which expired on September 15, 2001, access to 
all of Aera’s exploration, seismic and technical data in the region for the purpose of identifying drillable 
exploration prospects within the exclusive area. The Agreement provided the Company the right to a 
working interest ownership in all drillable prospects in which Aera elects to participate equal to a 
minimum of 12.5% and a maximum of 75%. In those prospects in which Aera elects not to participate 
the Company has the right to proceed with a 100% working interest and to seek other joint venture 
partners. Aera has the right to act as the operator for any drillable prospects in which Area elects to 
participate. 


During the term of the Agreement, the Company submitted to Aera 18 prospect Areas of Mutual Interest 
(“AMIs”) containing a total of over 40 prospects. Aera has elected to participate in 12 AMls in which the 
Company will have working interests ranging from 12.5% to 50%. In the 3 AMIs where Aera has elected 
not to participate, the Company will have a 100% working interest. In 2 of the AMIs Aera has not yet 
made an election to participate. In the remaining AMI neither Aera nor the Company has elected to 
participate and subsequent to year end have farmed out the prospect, retaining an overriding royalty 
interest. 


In addition to prospects under the Agreement the Company has acquired other percentage interests in 
Southern California, West Texas, Kentucky and the Bossier Trend in east Texas. 


The Company has leased mineral rights in 58,000 gross (44,000 net) acres in the Bossier Trend in east 
Texas and has entered into joint venture agreements with a subsidiary of Unocal Corp. (“Unocal”) under 
which Unocal will earn a 50% interest in the Company's holdings by expending the next $10 million of 
costs associated with exploration and development of prospects. 


China 


During the year the Company held two production-sharing contracts to develop existing oil fields in the 
Daqing and Dagang regions of the People’s Republic of China. Basically the Company incurs 100% of the 
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costs to earn approximately 82% of the production, before recovery of costs incurred, reverting to a 49% 
share post recovery. 


Each contract calls for the planning and completion of a pilot testing phase to assess the technological 
and economic viability of the project, followed by a full field development plan and implementation. 


At the Company's Dagang project, the pilot testing phase was completed in February 2001. Nippon Oil 
Exploration Limited of Japan, earned a 20% working interest in the Company’s interest in the project by 
funding a disproportionate share of the Dagang pilot testing expenditures. In August 2001 Nippon 
decided to withdraw from the project and their interest reverted back to the Company. The decision was 
made to proceed with the preparation of the development plan for submission to CNPC. Submission of 
the final draft and subsequent approval is expected in 2002. During the development plan preparation 
and approval process the Company will continue operatorship of the Dagang project. 


At Daqing, the pilot program was completed successfully in 1998. While the decision was made to 
continue on to the field development plan, the Company chose to delay the process and, by agreement, 
CNPC took over operatorship of the field and the right to all revenue generated and responsibility for all 
costs incurred. The field development plan was completed in 2000 and approved by the relevant 
regulatory agencies in February 2001. Operatorship reverted back to the Company on March 1, 2001. 
During 2001 the Company negotiated with CNPC for additional blocks to be included in the contract 
area. Negotiations were unsuccessful and after an internal review of the Company’s China projects, and 
the decision to concentrate on major gas developments in China, the Daqing project was put up for 
disposal. Effective January 22, 2002 the Company was successful in disposing of the project for 
$2,400,000 and an overriding royalty on future production. (Note 13) 


During the pilot testing phase at Dagang and Daqing, for accounting purposes, all production costs and 
revenues were capitalized. With the evaluation stage completed and the decision made to enter the 
development and implementation stage, all operating results beginning January 1, 2001 for Dagang and 
March 1, 2001 for Daqing are included in the Company’s operations. 


During the year the Company signed two memorandums of understanding with PetroChina Company 
Limited (“PetroChina”), which gives the Company the exclusive right to negotiate petroleum contracts 
with PetroChina to develop and exploit the oil and gas resources in three key blocks within the Sichuan 
basin, China’s largest gas-producing region. The Company signed Joint Study Agreements with 
PetroChina covering the three blocks and outlining the joint activities and technical requirements of both 
parties prior to entering into contract negotiations. At year-end the Company was still in the process of 
assessing the oil and gas resources and potential development plan. 


Overriding Royalties 


Through a series of transactions the Company has acquired overriding royalties in AMI prospects in 
California ranging from 1.4637% to 6.58% in consideration for $860,000 cash and the issuance of 
2,885,000 common shares at an aggregate ascribed value of $8,032,000, being 1,562,000 common shares 
at $2.02 (Cdn.$2.98); 523,000 common shares at $1.76 (Cdn.$2.55) and 800,000 common shares at $4.94 
(Cdn.$7.59). Of the total consideration paid in 2001, $900,000 was allocated to lease acquisition and 
$200,000 to accounts receivable. 


For United States GAAP purposes, the aggregate value attributed to the royalty acquisitions is $1,358,000 
higher, due to the difference between the value ascribed to the shares issued between Canadian and 
United States GAAP, primarily resulting from differences in the recognition of effective dates of the 
transactions. 


4. CONVERTIBLE DEBENTURE 


The $1,000,000 unsecured convertible debenture bears interest at United States prime plus 2.5%, is due 
on the earlier of August 4, 2002 or within 90 days following written demand, and is convertible into 
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common shares (principal and interest, accrued and unpaid, all or in part) of the Company at Cdn.$2.75 
per share up to August 4, 2002. 
5. SHARE CAPITAL 


The authorized capital of the Company consists of an unlimited number of common shares without par 
value and an unlimited number of preferred shares without par value. 


The total number of issued and outstanding common shares is as follows: 


Number of 
Common Shares =§-_ Amount_ 
(thousands) 

Palance-Decemberrs 14,1998 5. ee cs) oud Mee. ee Dd ai ey 89,694 SIS 
iE LOM, EXEICISELOf/OPLONSitay cos Ged ese sie alniereasiee conn dle rs aia 1,162 735 
SOCIO SCOVIGE Sen Sian erate Ace ya RR ee etree ee emath Warn als Jee 25 47 
BUC MOnACCUISIONS ya shinier htc SR MLL aus what sda Lab teks wie Uc 19,658 9,010 
BC OI Ol ESTACCONCADILON rac enn Aroha tan Ute aas) akon cece — (74,455) 
PARE CRDECOM DOT 254i) 1. OOM atone piaanets SARRE PERM Goa as x che bil wth 110,539 $ 49,494 
issurea (or Private Placements, Neti =. yc nie oe hee ek occ ars 11,250 38,598 
SMe CrTONseXEICISe Of Wanlahts tir ciara hone toomn mE LI ey Genel, Ladle. i. 2 2,998 8,083 
SSHEC ONLEXELGISC(OL OPLION Sat ck: |. ccxhcese eed seeder Sein elsrphcole wee loli 1,545 1,034 
Issued on acquisition of overriding royalties (Note 3).................. 523 917 
ISSUCCNTOMSERVICCS my, gute ments eos ey Perec piu aera att Pte eh A loa oe 19 85 
Dorence:Decembenmsl,, 2000: sce tatoo ao Me yee et are ee 126,874 98,211 
ISSUeCCTOl privates Placements metasenns-cn ties enti ere er eae 11,260 17,903 
ISSUCGHON EXENciserofsWalrallts tp airts aaciecie tian dese ase 27; 166 
Festiect On) CXencise Oh: OPUONse <0 4c wes ey ice Ree het Sk tree eat ios 206 160 
Issued on acquisition of overriding royalties (Note 3).................. 800 3 ,o2 
Balancer Wecemben 3 lie2 OO eso k coker ters a ee ete ree ee 139,267 $120,392 


The December 31, 2001 share dollar amount is net of loans of $409,000 (December 31, 2000 — 
$236,000) advanced to an employee and two directors to assist in the exercise of incentive stock options 
as permitted under the Employees’ and Directors’ Equity Incentive Plan. 


Private Placements and Share Purchase Warrants 


Under a private placement in October 2001, the Company issued 11,260,000 common shares at $1.60, 
net of expenses of $113,000. 


During 2000, the Company issued common shares under two private placements. In January and 
February 2000, the Company issued 6,250,000 units, each unit consisting of one common share and one 
share purchase warrant, for net proceeds of $14,014,000. Each two warrants were exercisable into one 
common share at Cdn.$4.00 until the first anniversary date of the private placement. At December 31, 
2001 all of these warrants were exercised. On October 17, 2000, the Company issued 5,000,000 units, 
each unit consisting of one common share and one share purchase warrant, for net proceeds of 
$24,584,000. Each two warrants were exercisable into one common share at $5.375 until October 17, 
2002. At December 31, 2001, all of the warrants remain outstanding for purchase of 2,500,000 common 


shares. 


Reduction of Stated Capital 


The shareholders approved, on June 22, 1999, the reduction of stated capital in respect of the common 
shares by an amount of $74,455,000 being equal to the accumulated deficit as at December 31, 1998. 
Under United States GAAP, a reduction of the deficit such as this is not recognized except in the case of 
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a quasi reorganization. The effect of this is that under United States GAAP, share capital and deficit each 
are increased by $74,455,000 at December 31, 2001 and 2000. 


Equity Incentive Plan 


The Company has an Employees’ and Directors’ Equity Incentive Plan under which it can grant stock 
options to directors, officers and employees to purchase common shares, issue common shares to 
directors and employees for bonus awards and issue shares under a share purchase plan for employees. 


Stock options are issued at the quoted market value on the date of the grant, are conditional on 
continuing employment and vest at the discretion of the Board of Directors. Options granted vest over a 
four year period and expire five years from the date of issue except those granted prior to March 1, 1999 
which vest over a two year period and expire ten years from date of issue. 


Following is a summary of the stock option portion of the Company’s Equity Incentive Plan, including 
changes during the years ended: 


December 31, 2001 


December 31, 2000 


December 31, 1999 


Weighted- Weighted- Weighted- 

Number Average Number Average Number Average 

of Exercise of Exercise of Exercise 
Shares Price Shares Price Shares Price 

(000’s) (Cdn.$) (000’s) (Cdn.$) (000’s) (Cdn.$) 
Outstanding at beginning of year ... 8,161 $2.45 7,800 $1.18 8,090 $0.93 
Granted 22)..5.5: Gaerne ieee 846 4.63 1,991 6.39 2,065 2.56 
EX@rcised: its eon Serene ae (206) 1.40 (1,545) 1.20 (1,162) 1.33 
Cancelled/forfeited ................ (166) 4.04 (85) 1.09 (1,193) 17'S 
Outstanding at end of year......... 8,635 $2.66 8,161 2.45 7,800 $1.18 
Options exercisable at year end ..... 6,089 1.73 5,356 1.24 4,328 $0.92 


The following table summarizes information respecting stock options outstanding at December 31, 2001: 


Options Outstanding Options Exercisable 


Weighted-Average Weighted- Weighted- 
Range of Number Remaining Average Number Average 
Exercise Prices Outstanding Contractual Life Exercise Price Exercisable Exercise Price 
(Cdn.$) (000’s) (Cdn.$) (000’s) (Cdn.$) 
$0:50:t0uS 1/5 ee ee 4,296 7.1 years $0.58 4,296 $0.58 
S2:505tO 53:60 ce rn as ane 2,044 3.1 years $2.87 943 $2.79 
$5.15: tOcS 7.02: iaicty ert eeteanee D293 3.7 years $6.36 850 $6.37 
SO.50)torS 7-622 ee. ae eee 8,635 5.2 years $2.66 6,089 Si73 


Subsequent to December 31, 2001, the Company issued 201,000 common shares from the bonus awards 
portion of the Equity Incentive Plan, to directors, officers and employees as part of a deferred 
compensation program implemented for the fourth quarter 2001. The total compensation amount is 
accrued in the 2001 statement of loss (income) and deficit. 


6. RETIREMENT PLAN 


In 2001 the Company adopted a defined contribution retirement or thrift plan (401(k) Plan) to assist 
United States employees in providing for retirement or other future financial needs. Employees’ 
contributions (up to the maximum allowed by United States tax laws) are matched 50% by the Company 
in 2001 and increasing 10% per year thereafter to a maximum of a 100%. The cost of Company 
contributions to the plan during 2001 amounted to $78,000. 
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7. SEGMENT INFORMATION 


Geographic segment results from operations for the years ended December 31, 2001, 2000 and 1999 are 
detailed below. The Company maintains a corporate office in Canada with its operational office in the 


USA. For this section any amounts for Canada are included in the USA segment. 


Petroleum and natural gas revenue 
ieerest INCOME . 2.0.05. bs ed wn PS 


ODerAtiIng ‘COSTS, = ok was <. wee ee 
Depletion and depreciation....... 
Provision for impairment......... 


Loss (income) before the following 


Project identification costs ....... 
General and administrative ....... 


Capital expenditures — Acquired for cash ................00 ceca 
== ACQUIFEAMOR“SHANES . ack. cko ales Pera ieee. eee a 


Identifiable assets — Oil and gas.. 


— Gas-to-liquids 


Petroleum and natural gas revenue 
FIREReSUOICOMG vio te hn eat cia 


ODSFATINGF COSTS ose ry tt age sie 
Depletion and depreciation....... 


Income (loss) before the following . 


Project identification costs ....... 
General and administrative ....... 
Gain on sale of Russian projects .. 
Russian litigation) 22.63% 2s. Ab se. 


NG TINGOMCG! a ee yee le cree 


Capital expenditures — Acquired for cash ................0000005- 
== Acquired for:shares | 4.525 se os ee 


Identifiable assets — Oil and gas.. 


— Gas-to-liquids 
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Year ended December 31, 2001 


anes 
$5,101 
578 
5,679 


2,421 
PAW WA 
14,000 


18,538 
$12,859 


$33,936 
uibe,752 


$37,688 
$61,750 


China 
S$ 4,043 


4,043 
PBB) 
1,124 
3,461 
2. (582) 


$ 6,568 


$ 6,568 
$25,067 


eS allel 
$ 9,144 
578 
9,722 


4,758 
3,241 
14,000 


21,999 
12,277 


6,210 
2,635 


Si2122 
$ 40,504 

3,752 
§ 44,256 
$ 86,817 


17,186 
$104,003 


Year ended December 31, 2000 


U.S. 
$ 851 
982 
1,833 


787 
310 


1,097 
Su 3736 


China 


Total 


$ 851 
990 


1,841 


787 
341 


1,128 


LV 


Bae 

2,914 
(12,222) 

860 


$ 5,429 


$ 40,827 
O17, 


$ 41,744 


$ 86,547 
13,253 


$ 99,800 


Year ended December 31, 1999 


U.S. China Russia Total 
Petroleum and natural gas revenue ................00e00- $ — $ = $5,460 $ 5,460 
Operatingrrevenues, Haale Meenas the Be. Rye See = = 296 296 
terest Income. A. syeiencee rma. cxcmenen eae ate Seer aaa 398 1 55 454 
398 1 5,811 6,210 
Operating) COStS)\- se nos Sacha crac Poon ere ees = — 4,219 4,219 
Depletion-and depreciationic. .3..e-r so i eae a ee 35 14 1,665 1,714 
Provision forimpalrment #0 erenie ts ane vee eee ee DENI —_ —_ Pee 7 
yo 14 5,884 8,450 
Lossbefore-the: following 5 aah acts cece eee oe $2,154 S 13 Sas 2,240 
Project identification: costs#eet oa jute ae ets ay ene eee (7435 
Geneéral-and-administtatives..- aces aot mea ce ene ee 2,693 
Russianvtltigation oink saert cc cic a Ae Ane eae geo eee 1,134 
Net loss ayes ce Aine cee te wer ct akat aN Re oe ee ered $ 7,802 
Capital expenditures — Acquired for cash................. $5,913 $73,532 $1,283 $10,728 
— Acquired for shares ............... 3,731 5,279 — 9,010 


$9,644 $ 8,811 $1,283 $19,738 


During 2001, three customers accounted for 100% of the total sales in the United States, being 49%, 
40% and 11% respectively. In China 100% of the 2001 sales were made to the China National Petroleum 
Corporation. 


In the United States during 2000, three customers accounted for 96% of total sales being 44%, 40% and 


12% respectively. In 1999, the Company derived 96% of its Russia sales from two customers, being 85% 
and 11% respectively. 


8. PROVISION FOR IMPAIRMENT 


Provision for impairment amounts determined under Canadian GAAP include the following: 


Year Ended December 31, 


2001 2000 1999 

Provision for impairment of United States oil and gas properties ....... $14,000 $ —— $ — 
Write down of Russian oil and gas equipment to estimated net 

realizable value;andotherche sess ee ons. cher Rae nen ath eee cre — — 2517 

$14,000 $ = SZ eos 


On application of United States GAAP an additional provision for impairment, with respect to the 
Company's China properties, of $10,000,000 is required. No impairment provisions were required for 2000 
or 1999. (See Note 15 — U.S. GAAP Disclosures) 


9. GAIN ON SALE OF RUSSIAN PROJECTS 


In August 2000, a negotiated settlement was reached resulting in the disposition of the Company’s 
Russian projects for cash proceeds of $28,182,000, net of $840,000 of settlement and severance costs. 
The proceeds exceeded the then carrying value of the Company's investment in the Russian projects and 
the resulting gain of $12,222,000 was included in income. Until June 30, 1999, the date of loss of control, 
the Company proportionately consolidated Russian operations. 
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10. INCOME TAXES 


The Company and its subsidiaries are required to individually file tax returns in each of the jurisdictions 
in which they operate. Details of the determination of the actual income tax expense for each of the 
three years are detailed below. For ease of presentation, the loss, as a result of the write down of 
Russian assets, and the subsequent gain on settlement has been classified as Russian operations, even 
though neither of these two items have any tax effect in Russia. The actual loss of approximately 

$35 million, being the aggregate investment, ignoring accounting write downs, less proceeds received on 
settlement will be a capital loss for Canadian income tax purposes, available for carry-forward against 
future Canadian capital gains indefinitely. 


Year Ended December 31, 


2001 2000 1999 
Sourcesioss (income) before income. taxess:). « ..s.4 facscealksecasaesas S21,22 $(5,429) $7,802 
MGIRHOOSILG=StALUTOLY’ INCONIE tax! Tale no. os see cles ai oe hauled esc eles 43.20% 43.20% 42.78% 
Expecced income: tax (TeCOVENy) irc its ian bs, ace ats ois seal a lala a a's 8a dpens S$ (9,125) $ 2,345 $(3,338) 
Non-deductible expenses for tax purposes............. 00.0 cee eee ee —- — 78 
Application of tax benefits not recognized previously ................ — (4,910) — 
Paxapeirent NOULCCOOOIZEd sae wry aed ite ces eeu tags ino 9,125 2,565 3,260 
HG OUNERAXGEX DCM SQM etary Uta airs ct eR Ls A cy RA ateMs So Mec laey dhs “nhs $ — $ — $ o— 


The tax loss carry-forwards in Canada are Cdn. $39,394,000 and in the United States $40,752,000. The tax 
losses carry-forward in Canada expire between 2003 and 2008, in the United States between 2018 and 
2021. In China the Company has available for carry-forward against future Chinese income $37,193,000 of 
cost basis. In addition, the carrying value of assets for accounting purposes is $28,861,000 greater than 
that available for tax purposes. Due to the uncertainty of utilizing these net tax assets, the Company has 
made a valuation allowance of an equal amount against these potential recoverable amounts as detailed 
below. 


As at December 31, 


__2001 _ __2000 _ 999% 
Parpuirermets tax, aSSCUSi eh Gaba ick ar Mites tel ccetiy tet EN eI eR tee ota RR ears $27,082 $23,909 $23,439 
ValuiationsallowanGe ae sfero cn tee Ue eae is aoa ee trey te Were (27,082) (23,909) (23,439) 
Netatuture tax lia ityares 0 1lo sto soya ac tee cc Ree ete ne $= $ — $ = 


11. NET INCOME (LOSS) PER SHARE 


The Company has adopted retroactively the treasury method to assess the potential impact of 
outstanding stock options, convertible debentures and share purchase warrants on earnings per share, as 
promulgated by Canadian GAAP. The treasury stock method conforms to the practice followed in the 


United States. 


This change has resulted in a change to reported diluted net income per share for the year ended 
December 31, 2000 to $0.04 from $0.05 as previously reported. The number of shares used to calculate 
diluted earnings per share for the year ended December 31, 2000 of 124,549,000 included the weighted 
average number of shares outstanding of 119,719,000 plus 4,802,000 shares related to the dilutive effect 
of stock options and 28,000 shares related to share purchase warrants. For the year ended December 31, 
2001, if the diluted calculation were performed for other than net loss, the number of shares which 
would have been used of 132,616,000 would have included the weighted average number of shares 
outstanding of 128,598,000 plus 4,018,000 shares related to the dilutive effect of stock options. 


The diluted earnings per share computations discussed above did not include 240,000 (2000 — 724,000) 
of share options and 2,500,000 (2000 — 514,000) of share purchase warrants, both on a weighted 
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average basis, because the respective exercise prices exceeded the average market price of the common 
shares. Similarly, the number of shares, which would be issued on conversion of the convertible 
debenture, are not included as the effect would be anti-dilutive for 2001 and 2000. 


12. RELATED PARTY TRANSACTIONS 


The Company has entered into agreements with a number of entities, some of which are related through 
common directors or shareholders, to share administrative personnel, office space, and facilities. The 
Company is billed on a cost recovery basis. The costs incurred in the normal course of business with 
respect to the above arrangements amounted to $2,650,000 for 2001, $1,581,000 for 2000, and 
$1,692,000 for 1999. In addition, a company controlled by a director provides consulting services to the 
Company. During the year $673,000 was paid for such consulting services and out of pocket expenses. 
At year end amounts included in accounts payable under these arrangements totaled $1,148,000 in 2001 
and $486,000 in 2000. 


13. SUBSEQUENT EVENT 


Effective January 22, 2002 the Company finalized the sale of its Daqing project to an unrelated party for 
$2,400,000: $1,200,000 cash on closing and a $1,200,000 non-interest bearing promissory note receivable 
due on or before September 1, 2002. The Company also retains an overriding royalty of 4% before cost 

recovery and 2% thereafter. The sale proceeds will be credited to the full cost pool, (Note 2) as the sale 

does not represent a significant disposition of the China total reserve base. 


14. COMPARATIVE FIGURES 


Certain of the comparative amounts have been reclassified to conform to the presentation adopted for 
the current year. 


15. ADDITIONAL DISCLOSURES REQUIRED UNDER UNITED STATES GENERALLY ACCEPTED 
ACCOUNTING PRINCIPLES (“GAAP’”’) 


The Company's consolidated financial statements have been prepared in accordance with GAAP as 
applied in Canada. In the case of the Company, Canadian GAAP conforms in all material respects with 
United States GAAP, except for certain matters, which were mentioned in Note 2. Where these matters 
impact the financial statements, the details of the differences are as follows: 


Consolidated Statements of Loss (Income) 


As discussed under Oil and Gas Properties in this note, there is a difference in performing the ceiling test 
evaluation under full cost accounting between United States and Canadian GAAP. Application of the 
ceiling test evaluation under United States GAAP requires an additional $10,000,000 provision for 
impairment with respect to the Company's China properties. 


In addition, the capitalization of development costs permitted under Canadian GAAP in connection with 
our GTL prospects is not permitted under United States GAAP. 


The Company, in connection with its initial public offering in June 1997, placed in escrow 31,457,000 
common shares held by certain shareholders, to be released one-third per year on the succeeding three 
anniversary dates of the public offering. For Canadian GAAP, as the release of shares from escrow is 
based on time rather than on any performance criteria, these shares are considered issued and 
outstanding and form part of the calculation of earnings and fully dilutive earnings per share. Under 
United States GAAP, these escrow shares are considered issued and outstanding only after they are 
released from escrow. 


Under United States GAAP, interest income and gain on sale of Russian projects would be classified as 
other income. 
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The application of United States GAAP has the following effects on net loss (income) and net loss 
(income) per share as reported: 


Year ended December 31, 


2001 2000 1999 

Net loss (income) under Canadian GAAP ............... 0.0.0 eee eee SP 22 S$ (5,429) $7,802 
Additional provision for impairment under United States GAAP ........ 10,000 — — 
Write off of GTL development costs under United States GAAP ........ 5,142 a a 
Net loss (income) under United States GAAP ....................20:- $36,264 $ (5,429) $7,802 
Net loss (income) per share under United States GAAP 

Ca [pie ae a aac Se Joie en,” Ne Med EL Ae a ee Se $ 0.28 $ (0.05) $ 0.09 

EER RR ne oh ieee Rae Rare eat 2 er ae OE a er ee S028 $ (0.05) $ 0.09 
Weighted average shares outstanding under United States GAAP 

(in thousands) 

ETC 22) ROA RTs a ae drat ee eae RA ak i ee a 128,598 115,065 84,547 

SE TET efa BY Ei ee re PCP Ch aia fe 12 a IS Oa Une nO Pe EO ae 128,598 119,895 84,547 


The Company has no items that would be disclosed as other comprehensive income under United States 
GAAP. 


Stock based compensation 


The Company has a stock-based compensation plan as more fully described in Note 7. With regards to 
its stock option plan, the Company applies APB Opinion No. 25, as interpreted by FASB (“FIN”) 44, in 
accounting for this plan and accordingly no compensation cost has been recognized. Had compensation 
expense been determined based on fair value at the stock option grant date, consistent with the 
method of Statement of Financial Accounting Standards No. 123, Accounting for Stock-Based 
Compensation, the Company's net loss (income) and net loss (income) per share would have been 
reduced to the pro forma amounts indicated below: 


Year ended December 31, 


2001. += 2000.—~S—s—«1999 

Net loss (income) under United States GAAP .................0.005. $36,264 $(5,429) S$ 7,802 
BrOntonina AthOUSANCGS gay. ices Sean CRAG cee ee ea $38,091 $(3,289) $11,840 
Net loss (income) per common share under United States GAAP ...... 520.28 $ (0.05) $ 0.08 
PrOufOntVa eine eee en eet ck nti ee aes $ 0.30 S (0.03) S OZ 
Stock options issued during period (thousands)..................... 846 1,991 2,065 
Weighted average: Exercise Price o-. xe sors nnsinl o = serie Semevenel Fie) othe ts etgiemr ees $ 2.99 $ 4.29 Saisie 
Weighted average fair value of options granted during the period..... Si 1.92 Sa 5, 1.96 
@omipensation cost (thoUsands\ecs.ce qn. Gee os nae are ae aera Soe ee ae 


The foregoing information is calculated in accordance with the Black-Scholes option pricing model, using 
the following data and assumptions: volatility, as of the date of grant, computed using the prior one to 
three-year weekly average prices of the Company's common shares, which ranged from 59% to 108%; 
expected dividend yield — 0%; option terms to expiry — 5 to 10 years as defined by the option 
contracts; risk-free rate of return as of the date of grant — 4.87% to 5.70%, based on five year 
Government of Canada Bond yields. 
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Consolidated Balance Sheets 


The application of United States GAAP would have the following effects on balance sheet items as 
reported: 


Shareholders’ Equity 
Shareholders’ equity at December 31, 2001 under Canadian GAAP ................. $96,897 
Adjustment to ascribed value of shares issued for royalty interests (Note 3) .......... 1,358 
Impairment provision for China properties required under United States GAAP ....... (10,000) 
Write off of GTL development costs required under United States GAAP............. (5,142) 
Shareholders’ equity at December 31, 2001 under United States GAAP.............. $83,113 
Shareholders’ equity at December 31, 2000 under Canadian GAAP ................. $95,838 
Adjustment to ascribed value of shares issued for royalty interests (Note 3) .......... 1,358 
Shareholders’ equity at December 31, 2000 under United States GAAP.............. $97,196 


Under United States GAAP, the transfer of deficit to share capital, which occurred during the year ended 
December 31, 1999, would not be recognized (Note 5). As a result, shareholders’ equity under United 
States GAAP would comprise the following: 


As at December 31, 


2001 2000 
Share capital (including adjustments*above)i: @2_ aw. Se eee noe $196,205 $174,024 
Deficit (including adjustments above) 28 25-2 ens ane ee tty ere een ete (113,092) (76,828) 


583,113 $ 97,196 


Oil and Gas Properties 


There are certain differences between the full cost method of accounting for oil and gas assets as 
applied in Canada and as applied in the United States. The principal difference results in the method of 
performing ceiling test evaluations under the full cost accounting rules. Under Canadian GAAP, non- 
discounted future net revenues from oil and gas production, less an estimate for future general and 
administrative expenses, financing costs and income taxes are compared to the carrying value of the 
depletable petroleum properties, whereas for United States GAAP future net revenues are discounted to 
present value at 10% per annum and compared to the carrying value of the depletable petroleum 
properties. The Company has performed the ceiling test in accordance with US GAAP and determined 
that there would be an additional provision for impairment required in connection with the Company’s 
China properties of $10,000,000. No material variances in financial statement balances would have 
resulted in 2000 or 1999. 
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The categories of costs included in the cost of oil and gas properties, equipment and GTL investments, 
including the adjustments in accordance with U.S. GAAP, to the ascribed value of shares issued for 
royalty interests of $1,358,000 (Note 3), an additional provision for impairment of $10,000,000 and the 
write off of GTL development costs are as follows: 


As at December 31, 


2001 2000 1999 
EHODERtY ACCUISILION COSTS AA-ceN rattan hs Ardent oe eeries cfg ee Ue $ 15,956 $10,268 $ 3,878 
ey SIE YOFIGItS ACAUMEC Andele hrreginn Wie wine se weit s Citas os i ceaneete:y 10,582 6,539 S27 
Ee ENOLAUION "COSTS hits ern ae, Gest create ee hited ould oe ta 20,918 9,373 4,865 
MEVCTOPIMEINUCOSLS tee rae PR PEN Miah ta ate ee eats easter als lL I 45,325 26,414 10,239 
GTL license, investment and feasibility studies..................... 12,000 13,253 — 
RAOOLE CCLUIDTNGIN EM chr une were nen enti: a ingame elk Deed |e o ie rh 468 368 174 

105,249 66,215 24,373 
Accumulated depletion and depreciation ...................00005. (3,437) (397) (130) 
Steyr OM utOL NTI DAM IMeNE Le Myce kara, hoel™ homie snvariene reese ele is tia ih oi (24,000) — — 


Sh7 7,812 $65,818 $24,243 


Accounts payable and accrued liabilities 


The following is the breakdown of accounts payable and accrued liabilities: 


As at 
December 31, 
2001 2000 
INCGO UNITES "PAN ODI ow, Vtg sng tite OR Rahs Lc 3) en 2a TE cA Po Ae DR RR SS EK cn tle 2 lah $5,144 $2,912 
Accued sataries<and related expensesaars.s 4. beiscnoe sh cain cite nome s SE Seine s 782 -— 
INGCIRICCIIMTEeSE sc ccntettse cle fare o Retetee ote Sate Scena is ities SG 7 My a ed VIPERA Nini 10 10 
GH CTACCIUALS rrr cer tea che atta ea amet ae he its aah nr OE, Ua Pun RUA EOP ede UP Ee 38 29 
"ad jas Reena Ol Meade ae PRY A Oh lee Cig eA at ohhh net ed Mey Ee RRS lle $5,974 $2,951 


Consolidated Statements of Cash Flow 


As a result of the write off of GTL development costs required under United States GAAP the statement 
of cash flow as reported would change as follows: cash flow from operating activities would change from 
a cash flow of $2,433,000 to a cash flow deficiency of $2,709,000, and oil and gas properties, equipment 
and GTL investments reported under investing activities of $40,504,000 would change to $35,362,000. 


Impact of New and Pending United States GAAP Accounting Standards 


In June 2001, the Financial Accounting Standards Board (“FASB”) approved SFAS No. 141, “Business 
Combinations” and issued this statement in July 2001. SFAS No. 141 establishes new standards for 
accounting and reporting requirements for business combinations and will require that the purchase 
method of accounting be used for all business combinations initiated after June 30, 2001. Use of the 
pooling of interest method will be prohibited. Management does not believe that SFAS No.141 will have 
a material impact on the Company’s financial statements. 


In June 2001, the FASB approved SFAS No. 142 “Goodwill and Other Intangible Assets”, which 
supercedes APB Opinion No. 17, “Intangible Assets”. The FASB issued this statement in July 2001. SFAS 
No.142 establishes new standards for goodwill acquired in a business combination and eliminates 
amortization of goodwill and instead sets forth methods to periodically evaluate goodwill for 
impairment. Management does not believe that SFAS No.142 will have a material impact on the 
Company's financial statements. 
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In June 2001, the FASB approved SFAS No. 143, “Accounting for Asset Retirement Obligations”, which 
addresses financial accounting and reporting for obligations associated with the retirement of tangible 
long-lived assets and the associated asset retirement costs. SFAS No.143 is effective for fiscal years 
beginning after June 15, 2002.. Management does not believe that SFAS No.143 will have a material 
impact on the Company's financial statements. 


In October 2001 the FASB issued SFAS No.144, “Accounting for the Impairment or Disposal of Long-Lived 
Assets”, resolving significant implementation issues related to FASB Statement No.121, “Accounting for 
the Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed Of”, and supercedes the 
accounting and reporting provisions of APB Opinion No.30, “Reporting the Results of Operations- 
Reporting the Effects of Disposal of a Segment of a Business and Extraordinary, Unusual and Infrequently 
Occurring Events and Transactions”, for the disposal of a business segment. SFAS No.144 is effective for 
the fiscal years beginning after December 15, 2001 and interim periods within those fiscal years. 
Management does not believe that SFAS No.144 will have a material impact on the Company’s financial 
statements. 


SUPPLEMENTARY DISCLOSURES ABOUT OIL AND GAS PRODUCTION ACTIVITIES 
(UNAUDITED) 


The following information about the Company’s oil and gas producing activities is presented in 
accordance with United States Statement of Financial Accounting Standards No. 69: Disclosures About Oil 
and Gas Producing Activities. 


Oil and Gas Reserves 


Proved oil and gas reserves are the estimated quantities of crude oil, natural gas and natural gas liquids 
which geological and engineering data demonstrate with reasonable certainty to be recoverable in future 
years from known reservoirs under existing economic conditions. 


Proved developed oil and gas reserves are reserves that can be expected to be recovered from existing 
wells with existing equipment and operating methods. 


Estimates of oil and gas reserves are subject to uncertainty and will change as additional information 
regarding the producing fields and technology becomes available and as future economic conditions 
change. 


Reserves presented in this section represent the Company's working interest share of reserves net of 
royalties. The reserves for 2001 and 2000 in the U.S. are based on estimates by the independent 
petroleum engineering firm of Joe C. Neal & Associates and Allan Spivak Engineering. In China, the 
reserves are based on estimates by the independent petroleum engineering firm of Gilbert Laustsen 
Jung Associates Ltd. 


Our Daqing project in China was sold subsequent to year end. For purposes of the schedules detailed 


below the total reserves for Daqing of 3,449 MBbls at December 31, 2001 are included and valued at the 
consideration to be received in 2002. 
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The Company’s net proved and net proved developed oil and gas reserves are as follows: 


Oil Gas 

(MBbI) —_ (MMcf) 
Pemproved Feservesn December s 1 1998) yc as bx a ocig invader oe adeiteloseeemona es 8,800 — 
PERO Merle) 15. 5 SERN Is Se Mie huh tinn Cea Cocaine MAM oak le, ik dR Ly (807) — 
Basson emaming reserves Russia’ acy salye 26 von ceearana's cab apart av beerls «Wek oie (7,993) _ 
eer SHOT As SU IWIN) Chae OR Be Pd ee cts Pat AWG case lane cael se easier Jal vee rar A ects set neata Boel asl 20,848 — 
Netproved reserves, December34, 1999) ....565 4s Co iGl wwe cs le wlbawecdaes 20,848 — 
EXChislOMnsPanarGiSCOVENlesme tiem s ge Re Espa whe ae ee en ie lena hts eh Bn 4,803 6,301 
OPEC UCL pee Bee IG BOR wing b SENS 17 genre ge eRe 1 ee A on aan ae nn (133) (5) 
Hieevi sions Os PLONIOUIS: CSLIMIALES aomncee. tia eta dios, eRe SY weW ae ane ets Aa eS 276 — 
peumroved reserves, becemberss in 2000 fii eis os siecle alaisis ben arabe gde tens shai 25,794 6,296 
PREMSIONS ALIGUCHSCOVETICS arian feiss mein: Waiheke Sine role Ris Phe mee Ahe wes 923 651 
PrOCUCHON I Sec tetee fer ce eee pete Met heal eae ctAY ahr Leb oct deal SONI e A We ight Mi WEEN (377) (127) 
BeMIOMSELOLPLEVIOUS OSTIMMACC Suen cee ccaai er ritvinaias Zone lead & tao ve ome drtutuens eve a Mle elements (2,542) (5,189) 
meuproved.reserves, December sl) 2008. 3..2gaie ak kisses Sone oeien bieed wwalwtlee w alee d 23,798 1,631 


Net Proved Developed Reserves 
DOCe Meliss 1 OOO were oe dh bi ve cnvesltn need me me hicdcnte ae ed A ae A et ~ — 
BECeMbDerES eZ OO Ome ac sirccre TE  elah 2 a eee Eire re Ue a TL hero WSs 573 984 
BOGE iO Gi he 2 OO Iie cod. 5 bi ey era Pat atic, aa neg ae Were Bie Atti a es Ag fh ay 1,808 1,215 


Standardized Measure of Discounted Future Net Cash Flows and Changes Therein Relating 
to Proved Oil and Gas Reserves 


The following standardized measure of discounted future net cash flows from proved oil and gas 
reserves has been computed using period end prices of $15.37 per barrel of oil ($23.95 per barrel in 
2000 and $22.95 per barrel in 1999) and $2.76 per Mcf of gas ($5.65 per mcf in 2000) and costs and 
period end statutory tax rates. A discount rate of 10% has been applied in determining the standardized 
measure of discounted future net cash flows. 


The Company does not believe that this information reflects the fair market value of its oil and gas 
properties. Actual future net cash flows will differ from the presented estimated future net cash flows in 
that: 


¢ future production from proved reserves will differ from estimated production; 

¢ future production will also include production from probable and potential reserves; 
¢ future rather than year end prices and costs will apply; and 

* existing economic, operating and regulatory conditions are subject to change. 


The standardized measure of discounted future net cash flows as at December 31 in each of the three 
most recently completed financial years are as follows: 


2001 2000 1999 
(in thousands) 
FUtUreKCaShilltlOWS? @ak s.cs.s ts Pe Sacto ee eee rere ee $370,344 $653,419 $469,260 
Future development and restoration costs ...................55. 137,581 162,399 130,283 
FUTLITE) DLOGUCTION) COSESi et crs ots on as Pe nicttriae ee iar ane ener et ee 156,103 145,130 86,253 
EUItUeniMCOMe TAXGSio ro et ree ache ee one CC erat eat mat tre, 5,526 102,831 79,878 
Future Teteash TOWS «dares ig veictatore te ees aoe tetas puede en tener 71,134 243,059 172,846 
TOSSTaNnNUaliGiSCOUNTi a eens craters Ryeraia Sin exe tener chorea eee ore 52,845 141,823 101,736 
Slate biee (raelol lanes Uline eee Sedu Ad Goes ge mee use Coos bg oc000 16 oo S$ 18,289 $101,236 S$ 71,110 


Changes in standardized measure of discounted future net cash flows as at December 31 in each of the 


three most recently completed financial years are as follows: 


2001 2000 1999 
Sale of ‘oil & gas net of production costs} ue. ce ene see S)*(4;386)i-9S (64) $ (1,310) 
Revenue credited to China property costs.................00000- — (2,940) (92) 
Net changes in pricing and productions costs ................... (110,584) (3,433) 834 
PulcHase Of TESERVESIL Hy aia Shee artes tee te et ah Ura “= — 71,202 
Discoveriesiandextensions 6 So. sees ss een ee eee 4,955 19,266 _ 
Abandonment‘ of reserves <4.) 305 oe ee ee eee — —_ (4,707) 
Revisions: Of previous ‘estimates... 5.5'cs chee wa ohaee Ue eae 22,167 1,707 = 
Net change in future development costs.................0000055 (1,640) 9,611 — 
Accretion of discounts: eis oe ee a eee ee ee 6,541 5,979 — 
lnerease: (decrease)i-t. x shee cok lens oe Sent ee oe sce Le eee eo aie ee ro (82,947) 30,126 65,927 
Standardized measure, beginning of year .................2.0005 101,236 71,110 5,183 
Standardized measure, end: of Veato.: 2, 6 eee sauna ee eee S$ 18,289 $101,236 $71,110 


Costs Incurred in Oil and Gas Property Acquisition, Exploration, Development and GTL 


Activities for the following periods ended: 


Property Acquisition 


Year ended 
December 31, 


2001 


2000 


(in thousands) 


PROVE. Fis ee AUS oa Sai Rai tA pai er Gee LO ee a $ — $ — 
Unproved inn MR ee Pk Weak Se NCTE On eee 0 CHER Ra ccc eee 5,688 6,392 
Royalty rights 2°50 NC lias cree i mena Pau apeOnn ty etic So AE aE eA ee Pe 4,043 1,321 
Development's: «. sd sinca sh -aeetanee cabaret aerate eh ceaveiet aera en OD Tee ES aaa PRD 19,091 16,436 
EXplorathomny) se oso hc abet Oe RRR Tore RN oes Ot san fo ee aT ae Oey 11,545 4,508 
GTL license andtinvestMent=as ae eee oer nL ae te eee — 137252 
$40,367 $41,909 
Depletion, per unit of net production, before provision for impairment: 
$/boe 
United States 
Yearended,:Decemibery3 1 ZOO 1 eee cance eet eta atl tes etre Oe esi oe $8.12 
Year’ ended'‘Decembernsii 20008 ss derhigutais eek eo atten te ys Oe te ale a $8.70 
China 
Year ended'December43il 2001s srs cite se tek ir ee Rr fe een ee einer en i ee ere $6.79 
Russia 
VYearéended 'Decemberss i t999 Fe ee hea oaks oe ea timc es a ar nD ee $3.04 
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Results of Producing Activities: 


Year ended December 31, 


2001 2000 1999 
Petroletim andrnatural Gas’ TeVeEMUC i.e a /niiéide mores asters. 5 siavevnpeu coli aco alelanls es oe $ 9,144 $ 851 $5,460 
SP CLALINGRCOSESS Yh an eer, anes A Nd sole ie Bah ee ate he Se leNege bao) 4,758 787 4,150 
Depletion (including provision for impairment) .....................05 27,133 275 1,665 
ODS fs Sa URE Sree ess OUR Aaa ap car are tte id Ea a om PO — — (48) 
BOSSI CTOLS!ICOIMG MAXES 5 cp eee ce bt oh cs Nie ais bane para (22,747) (211) (307) 
PC OMmer tax. (FEGOVELY) cand uate eae acid Muscle go lie Dees aces aut cet LE — — — 
Results of operations from producing activities ....................... S(22;747)) si2il)) 357 (307) 
ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND 
FINANCIAL DISCLOSURE 
None. 
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PART Ill 


ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT 


The following table provides the names of all of our directors and executive officers, their positions, 
terms of office and their principal occupations during the past five years. Each director is elected for a 
one year term or until his successor has been duly elected or appointed. Officers serve at the pleasure of 


the Board of Directors. 


Name, Age and Position with 
Municipality of Residence the Registrant 

Davio R. Martin, age 70........... Chairman of the Board 
Santa Barbara, California and Director 


(since August, 1998) 


RosBerT M. FRIEDLAND, age 51 ....... Deputy Chairman 

Hong Kong (since June, 1999) and 
Director (since February 
1995) 

E. LEON: DANIEL, 29@-65: 05. cere President, 

Park City, Utah Chief Executive Officer 


(since June, 1999) 
and Director 
(since August, 1998) 


JOHN A. CARVER, age 69 ........... Director 

Bakersfield, California (since August, 1998) 
R. EpwarbD FLoop, age 56.......... Director 

Reno, Nevada (since June, 1999) 
SHUN-ICHI SHIMIZU, age 61.......... Director 

Tokyo, Japan (since July, 1999) 
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Present Occupation and 
Principal Occupation for the Past Five Years 


Chairman of the Board of Ivanhoe 
Energy Inc. (August 1998 — present); 
President, Cathedral Mountain 
Corporation (1997 — present); 
President and Chief Executive Officer, 
Occidental Oil & Gas Corporation (1986- 
1996); Executive Vice President and 
Director, Occidental Petroleum 
Corporation (1986-1996) 


Chairman and President, Ivanhoe 
Capital Corporation 


President and Chief Executive Officer of 
Ivanhoe Energy Inc. June, 1999 — 
present); Executive Vice President, 
Worldwide Business Development, 
Occidental Oil and Gas Corporation 
(1996-1998); President, Occidental 
Engineering Co. (1993-1996); President, 
Worldwide Exploration, Occidental 
Petroleum (1997-1998) 


Retired (1998); Senior Vice President, 
Worldwide Exploration, Occidental 
Petroleum (1997-1998); Consultant 
(1996-1997): Executive Vice President, 
Worldwide Exploration, Occidental Oil 
and Gas Corporation (1994-1996) 


Deputy Chairman, Ivanhoe Mines Inc. 
(May, 1999 — present); Mining Analyst, 
Haywood Securities (May, 1999 — 
September 2001) President, Ivanhoe 
Mines Inc. (1995-1999); Member and 
Gold Analyst of Contrarian Fund 
Management Team of Robertson 
Stephens & Company (1993-1995) 


Managing Director of C.U.E. 
Management Consulting Ltd. (1994 to 
present) 


Position with 
the Registrant 


Name, Age and 
Municipality of Residence 


Director 
(since January, 2002) 


HowarD R. BALLOCH, age 50........ 
Beijing, China 


Executive 
Vice-President, 

Investor Relations and 
Chief Financial Officer 
(since September, 2000) 


DOMINO KEEFE,SAQC@ (53.0.5 fcc cardi ale 
Houston, Texas 


Executive 
Vice-President 
(since June, 1999) 


PATRIGK(GHUA AGC: 46 "ance ce oer liens 
Hong Kong, China 


Executive 
Vice-President 
(since June, 1999) 


GERALD MOENCH, age 53...........% 
Lethbridge, Alberta 
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Present Occupation and 
Principal Occupation for the Past Five Years 


President, White Birch International Ltd. 
(July 2001 — present); President, 
Canada China Business Council JJuly 
2001 — present); Canadian Ambassador 
to China, Mongolia and Democratic 
Republic of Korea (April 1996 — July 
2001); prior thereto, Deputy Secretary 
for Intergovernmental Relations to the 
Cabinet of the Government of Canada 
(April 1994 — March 1996); prior 
thereto, various positions in the 
Department of External Affairs, Canada 
(1976 — April 1994) 


Executive Vice-President, Investor 
Relations and Chief Financial Officer of 
Ivanhoe Energy Inc. (September 

2000 — present); Vice-President, 
Investor Relations of Santa Fe Snyder 
Corporation (1999 — September 2000); 
Director, Investor Relations of Oryx 
Energy Company (1991-1999) 


Executive Vice-President of lvanhoe 
Energy Inc. (June, 1999 — present); 
President and Director of Sunwing 
Energy Ltd. (Bermuda) (March 2000 — 
present) Co-Chairman and Director of 
Sunwing Energy Ltd. June, 1996 — 
June, 1999); Co-Chairman and director, 
Sunwing Energy Ltd. (BVI) (May, 

1995 — December 2001); prior thereto, 
Project Manager and Senior Engineer, 
Sproule Associates Limited 


Executive Vice-President of lvanhoe 
Energy Inc. June, 1999 — present); 
President and Director, Sunwing Energy 
Ltd. July, 1997 — June, 1999); Acting 
President, Sunwing Energy Ltd. (June, 
1996 — July, 1997); Consultant in 
Indonesia and New Zealand (January, 
1995 — June, 1996); prior thereto, 
General Manager, Santos Petroleum 
(Seram) Ltd. 


Listed below are those of our directors who hold directorships in other publicly listed corporations and 
the names of those corporations: 


Rosert M. FRIEDLAND: Ivanhoe Mines Ltd. 
R. EDWARD FLOOD: Diamond Fields International Ltd., Emperor Mines Limited, lvanhoe 
Mines Ltd. 


Olympus Pacific Minerals Inc. 


HOwarD R. BALLOCH: Zi Corporation 


Each of our directors, with the exception of Mr. Howard Balloch who was appointed to the Board in 
January, 2002, was elected at our last annual general meeting of shareholders. The term of office of each 
director concludes at our next annual general meeting of shareholders, unless the director's office is 
earlier vacated in accordance with our by-laws. There are no family relationships among any of our 
directors, officers or key employees. 


As required under the Business Corporations Act (Yukon), our Board of Directors has an Audit Committee. 
We also have a Compensation and Benefits Committee. The members of the Audit Committee are 
Messrs. Edward Flood, Howard Balloch and Shun-Ichi Shimizu The members of the Compensation and 
Benefits Committee are Messrs. David Martin and Edward Flood. 


Management is responsible for our financial reporting process including our system of internal control 
and for the preparation of consolidated financial statements in accordance with generally accepted 
accounting principles in Canada. Our independent auditors are responsible for auditing those financial 
statements. The members of the audit committee are not our employees, and are not professional 
accountants or auditors. The audit committee’s primary purpose is to assist the Board of Directors to 
fulfill its oversight responsibilities by reviewing the financial information provided to shareholders and 
others, the systems of internal controls which management has established to preserve our assets and 
the audit process. It is not the audit committee’s duty or responsibility to conduct auditing or 
accounting reviews or procedures or to determine that our financial statements are complete and 
accurate and in accordance with generally accepted accounting principles in Canada. In giving its 
recommendation to the Board of Directors, the audit committee has relied on management's 
representations that the financial statements have been prepared with integrity and objectivity and in 
conformity with generally accepted accounting principles in Canada and on the representations of the 
independent auditors included in their report on our financial statements. 


Based solely on a review of the reports furnished to us, we believe that during 2001 all of our directors, 
executive officers and 10% shareholders complied with the applicable requirements for reporting initial 
ownership and changes in ownership of our common shares. 


ITEM 11. EXECUTIVE COMPENSATION 


During the fiscal year ended December 31, 2001 we paid our executive officers $804,955 aggregate cash 
compensation. In 2001 the Company adopted a defined contribution retirement or thrift plan (401(k) 
Plan) to assist U.S. employees in providing for retirement or other future financial needs. Employees 
contributions (up to the maximum allowed by U.S. tax laws) are matched by the Company 50% in 2001 
and increasing 10% per year thereafter to a maximum of a 100%. 


The following executive compensation disclosure relates to our President and Chief Executive Officer as 
at December 31, 2001, and each of our four most highly compensated executive officers (collectively, the 
“named executive officers”) whose annual compensation exceeded $100,000 in the year ended 
December 31, 2001. During the year ended December 31, 2001, the total compensation paid to those of 
our officers who received more than $100,000 in total compensation was $804,955. 
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Summary Compensation 


We paid the following compensation during the years ending December 31, 1999, 2000 and 2001 to 
each of our named executive officers. 


Name and 
Principal 
Position 


SUMMARY COMPENSATION TABLE 
President & Chief 200,000 
President(2) 133,722 500,000 
Investor Relations(3) 


Annual Compensation Long Term Compensation 
| Awards | Payouts | 
Securities 
Under Restricted 
Options/SARs | Shares or 
Salary Other Annual Granted Restricted | Payouts |Compensation 
Year ($) Compensation (#) 
Executive Officer(1) 148,580 
PATRICK CHUA 180,000 
JOHN O'KEEFE 174,955 200,000 
Chief Financial Officer 58,333 
Davio MARTIN 2001 | 150,000 3,000 
Chairman(4) 2000 50,000 | 110,000 
1999 
GERALD MOENCH 2001 | 150,000 
Executive Vice 2000 | 150,000 3,112(6) 745 
President(5) 1999 | 111,435 4,583(6) 200,000 
(1) Mr. E. Leon Daniel was appointed as our President and Chief Executive Officer on June 22, 1999, and 


E. LEON DANIEL 150,000 
22,000 500,000 
1,144(6) 
Executive Vice 180,000 
Executive Vice President 
has been one of our directors since August 25, 1998. 


(2) Mr. Chua was appointed as an Executive Vice-President in June, 1999. 


(3) Mr. O’Keefe has been Executive Vice President Investor Relations and Chief Financial Officer since 
September, 2000. 


(4) Mr. Martin has been our Chairman and one of our directors since August, 1998. 
(5) Mr. Moench was appointed an Executive Vice-President in June, 1999. 


(6) Includes premiums paid by us on behalf of the named executive officer for medical, dental and 
other health insurance coverage. 
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Options and Stock Appreciation Rights (SARS) 


We granted the following Options/SARS to our named executive officers in the financial year ended 
December 31, 2001: 


OPTION/SAR GRANTS IN LAST FISCAL YEAR 


Percent of 
Number of Total 
Securities Options/SARS 
Underlying Granted to 
Options/SARS | Employees in | Exercise of 
Granted Fiscal Base Price Grant Date 
Name (#) Year ($/Sh) Expiration Date Present Value $(1) 


JOHN O'KEEFE .... 250,000 29.57 $3.60 December 21, 2006 


(1) Equal to or greater than the weighted average price of our common shares on The Toronto Stock 
Exchange for the five trading days preceding the date of a grant. 


Aggregated Option Exercises 


The aggregate number of options exercised by any of the named executive officers during the financial 
year ended December 31, 2001 was 5,000. 


AGGREGATED OPTION/SAR EXERCISES IN LAST FISCAL YEAR AND 
FINANCIAL YEAR END OPTION/SAR VALUES 


Number of 
Underlying Value of 
Securities Unexercised 
Unexercised in the Money 
Options/SARS | Options/SARS 
Shares at FY-End at FY-End 
Acquired Aggregate (#) (Cdn.$) 
on Exercise Value Realized Exercisable/ Exercisable/ 
Name (#) (S) Unexercisable Unexercisable 
GERRY. IMOENGH cs. cacvcusrctaty a chee cae eae 5,000 28,750 115,000 128,800 
/80,000 /89,600 


Pension Plans 


We do not presently provide a pension plan for our employees however, in 2001 the Company adopted 
a defined contribution retirement or thrift plan (401(k) Plan) to assist US employees in providing for 
retirement or other future financial needs. Employees contributions (up to the maximum allowed by US 
tax laws) are matched by the Company 50% in 2001 and increasing 10% per year thereafter to a 
maximum of a 100%. The Company's contributions to the 401(k) Plan in 2001 was $78,000. 


Employment Contracts, Termination of Employment and Change-in-Control Arrangements 


We have no written employment contracts or termination of employment or change of control 
arrangement with any of our directors or named executive officers except for John O'Keefe, whose 
employment contract provides for one year’s severance, without cause, and on termination the 
immediate vesting of all outstanding options. 
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Director and Named Executive Officer Compensation 


We did not pay cash or other fixed compensation to our directors. Effective January 1, 2002 all 
independent directors will receive director fees of $2,000 per month. We reimburse our directors for 
expenses they reasonably incur in the performance of their duties as directors and they are also eligible 
to receive stock bonus awards from time to time and to participate in our Employees’ and Directors’ 
Equity Incentive Plan. 


The cash compensation we pay to the named executive officers is intended to be comparable to the 
cash compensation paid to executive officers of similar companies who have comparable duties and 
responsibilities. 


Employees’ and Directors’ Equity Incentive Plan 


Our Employees’ and Directors’ Equity Incentive Plan, as amended (the “Plan”) consists of three 
component plans: a common share option plan (the “Share Option Plan”), a common share bonus plan 
(the “Share Bonus Plan”), and a common share purchase plan (the “Share Purchase Plan”). The purpose 
of the Plan is to advance our corporate interests, by encouraging equity participation by our directors, 
officers, employees and service providers through the acquisition of our shares. 


The following is a brief description of the terms of the Plan. 


Share Option Plan 


The Share Option Plan allows the board of directors to grant options to acquire our common shares in 
favour of our directors, officers, employees and service providers. Options are subject to adjustment in 
the event of a subdivision or consolidation of our common shares, an amalgamation, or other corporate 
event affecting our common shares. Participation in the Share Option Plan is limited to directors, officers, 
employees and service providers, who are, in the opinion of our board of directors, in a position to 
contribute to our future growth and success. 


In determining the number or value of optioned common shares made subject to options, we consider 
the optionee’s present and potential contribution to our success and to the prevailing policies of each 
stock exchange on which our shares are listed. The board of directors determines the date of grant, the 
number of shares, the exercise price per share, the vesting period, and all other terms and conditions of 
the options we grant. The minimum exercise price of any option granted under the Share Option Plan is 
the weighted average price of our common shares on the principal stock exchange on which our 
common shares trade for the five trading days prior to the date of grant. 


Unless earlier terminated upon an optionee’s death or termination of employment or appointment, 
options are exercisable for a period of up to ten years. We may, in our discretion, accelerate unvested 
options if a take-over bid is made for our common shares. 


We may also grant share appreciation rights when we grant an option. Such rights permit an optionee 
to elect to terminate the option and instead receive common shares on the basis of a cashless exercise. 
The number of common shares that an optionee who exercises share appreciation rights will receive is 
equal to the difference between the then fair market value per common share and the option price per 
common share of all common shares under option, divided by the then fair market value per common 
share. 


Share Bonus Plan 


The Share Bonus Plan permits our board of directors to issue a maximum of 1,000,000 of our common 
shares as bonus awards to our directors, employees and service providers on a discretionary basis having 
regard to such merit criteria as the board of directors may determine. 
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Share Purchase Plan 


Participation in the Share Purchase Plan is limited to employees who have completed at least one year 
(or less, at the discretion of the board of directors) of continuous service on a full-time basis and who 
are designated by the board of directors as eligible to participate in the Share Purchase Plan. 


Eligible employees may contribute up to 10% of their annual basic salary to the Share Purchase Plan in 
semi-monthly installments. We then make contributions on a quarterly basis equal to the employee's 
contribution. 


At the end of each calendar quarter, the eligible employee receives a number of our common shares 
equal to the aggregate amount contributed by the employee participant and by us, on the participant's 
behalf, divided by the weighted average trading price of our common shares on our principal stock 
exchange during the previous three months. 


The Share Purchase Plan component of the Plan has not yet been activated. 


General 


The aggregate maximum number of our common shares which we may issue or reserve for issuance 
under the Plan is currently 15,000,000 common shares. Any increase is subject to Toronto Stock Exchange 
approval and approval by our shareholders. The maximum number of our common shares which we 
may, at any time, reserve for issuance to any one person under the Plan may not exceed 5% of our 
issued and outstanding common shares. 


Our board of directors has the right to amend, modify or terminate our Equity Incentive Plan. However, 
any amendment to the Equity Incentive Plan which would materially increase the benefits under the 
Plan, materially modify the requirements as to eligibility for participation in the Plan or materially change 
the number of our common shares that may be issued or reserved for issuance under the Plan, is 
subject to Toronto Stock Exchange approval and the approval of our shareholders. 


Compensation Committee Interlocks and Insider Participation 


During the year ended December 31, 2001, our Compensation and Benefits Committee consisted of 
Messrs. Robert Friedland, Edward Flood and David Martin. Mr. Martin is one of our executive officers. 
Mr. Friedland is our largest shareholder and holds interests in other entities with which we have 
transacted, and continue to transact, business. See Item 13. “Certain Relationships and Related 
Transactions.” Mr. Friedland resigned his position on the Compensation and Benefits Committee in the 
second half of the year ended December 31, 2001. 


Board Compensation Committee Report on Executive Compensation 


The Compensation and Benefits Committee administers our executive compensation program, which is 
designed to provide incentives for our executive officers to enhance shareholder value. Our principal 
objectives are to attract and retain qualified executives critical to our success, to provide fair and 
competitive compensation, to align their interests with those of our shareholders, and to reward 
extraordinary corporate and individual performance on an annual basis. We structure each compensation 
package in a manner that we believe links shareholder return, measured by appreciation in share price, 
with executive compensation. Stock options are the primary mechanism we use to align management 
and shareholder interests. We do not offer pension plans to our senior executives. 


Submitted on behalf of the Compensation Committee: 


Mr. Edward Flood 
Mr. David Martin 
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Performance Graph 


The following graph and table compares the cumulative shareholder return on a $100 investment in 
common shares of the Company to a similar investment in companies comprising the TSE 300 Total 
Return Index, including dividend reinvestment, for the period from December 31, 1997 to December 31, 
2001. 


Ivanhoe Energy Inc. 


Dec 31,1997 \ Deerst, 1998" Dec; 31,1999" Dec. 31,2000 * Dec. 31,'2001 


Ivanhoe Energy Inc. Cdn. $100 Cdnes 22 Cait St53 Cdn. $423 Cdn. $128 
TSE 300 Total Return 
Index Cdn. $100 Cdn. $ 97 Cdn. $126 Cdn. $133 Cdn. $115 
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT 


Except as set forth below, no person or group is known to beneficially own (as deemed by SEC 
Regulations) 5% or more of our issued and outstanding common shares. Based on information known to 
us, the following table sets forth the beneficial ownership of each such person or group in our common 
shares at March 1, 2002. 


Name and Address of Number of Shares Percentage 
Title of Class Beneficial Owner Beneficially Owned(1) of Class 
Common Shares Robert M. Friedland(2) 46,611,725 33.41% 


Flat B, 31st Floor 
Primrose Court 

56A Conduit Road 
Mid-Levels, Hong Kong 


Common Shares Capital Research and Management Company 12,692,200(3) 8.94% 


333 South Hope Street 
Los Angeles, California 
90071 


Common Shares Paul Stephens 7,683,600 5.51% 


388 Market Street 

Suite 200 

San Francisco, California 
94111 


Common Shares Directors and Executive Officers as a Group 51,560,068(4) 36.17% 


(1) 


(10 persons) 


Beneficial ownership is determined in accordance with the rules of the Securities and Exchange 
Commission and generally includes voting or investment power with respect to securities. Unissued 
common shares subject to options, warrants or other convertible securities currently exercisable or 
convertible, or exercisable or convertible within 60 days, are deemed outstanding for the purpose of 
computing the beneficial ownership of common shares of the person holding such convertible 
security but are not deemed outstanding for computing the beneficial ownership of common shares 
of any other person. 


46,194,620 outstanding common shares are held indirectly through Newstar Securities Ltd., Premier 
Mines Limited and Evershine LLC, companies controlled by Mr. Friedland. 


Includes 2,500,000 common shares issuable upon exercise of share purchase warrants. 


Includes 3,024,733 common shares issuable upon the exercise of incentive stock options held by 
directors and executive officers as a group. 
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Security Ownership of Management 


The following table sets forth the beneficial ownership at March 1, 2002 of our common shares by each 
of our directors, our named executive officers and by all of our directors and executive officers as a 


group: 


Amount 

and Nature 

of Beneficial Percentage 
Title of Class Name of Beneficial Owner Ownership(1) of Class 
Common Shares DAVICIIViantI iret ie ASS at cake Orci ee ale ee nat sta 2,997,952 2512 
Common Shares RODEN NUMETICCIANG#. krskiatae ok ated ancapi lames Btest siete 46,611,725 33.41 
Common Shares EMLGOMIDAIMGIy Snes toe Ret eee a ree awe | 681,097 0.49 
Common Shares JOMMPAMGANVelio seis yan Ree Se re eee ee Red de 443,627 0.32 
Common Shares RA EdWatdlibloOodme case fe ee ler cts oe eels eee 65,029 0.05 
Common Shares SHUR-ACH ESR INONZ UG. eat ee re Be (e 72,500 0.05 
Common Shares Joon Oikeeter ©. 2). a ese ee wean i elk 221,832 0.16 
Common Shares Patrick: Ghuavesna © iss: MR Reels alee Faire Nee oc, 366,120 0.26 
Common Shares GeraldiMOenchre conto ee meee eer ate oe a 80,186 0.06 
Common Shares HOW AICEBANOGI ies sheet ater el bores ver aa voks ns 20,000 0.01 
Common Shares All directors and executive officers as a group 

(ROSDEFSONS) items or tie tee eed eo cna ia 51,560,068 36.17% 


(1) Includes unissued common shares issuable upon the exercise of incentive stock options. 


ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS 
Transactions with Management and Others 


Not applicable. 


Certain Business Relationships 


We are parties to cost sharing agreements with other companies in which Mr. Robert M. Friedland has a 
material direct or indirect beneficial interest. Through these agreements, we share office space, 
furnishings, equipment and communications facilities in Vancouver, Singapore and London and an 
aircraft on a cost recovery basis. We also share the costs of employing administrative and non-executive 
management personnel at these offices. During the year ended December 31, 2001, our share of these 
costs was $2,650,000. The companies, with which we are parties to the cost sharing agreements, and 
Mr. Friedland’s ownership interest in each of them, are as follows: 


Robert Friedland 


Company Name Ownership Interest 
lvanhO@WMineSretG te perc cs hs tee eee te ene ran, ee 2 58.78% 
lvanhoe Capital .COrporatiowh sas ee eee ere, ck, 100% 
Africaty: Minerals: Ltd 2k nor oe eo tn re renee eon teresa 57.46% 
Diamond Fields intemational [tds 1... + aie eee ene ne Lae 7.72% 
Pangaea-Energy intermmational tds. 2c. 1. @ Gace ese aes 72% 


A company controlled by a director, and a director receive fees for providing consulting services. During 
the year ended December 31, 2001 a company controlled by Mr. Shun-ichi Shimizu received $673,000 for 
consulting services and out of pocket expenses. Mr. John Carver receives $30,000 per quarter for services 
provided. 


65 


TABLE OF INDEBTEDNESS OF DIRECTORS, EXECUTIVE OFFICERS 
AND SENIOR OFFICERS 


Largest Amount 
Involvement of Outstanding During | Amount Outstanding 
Issuer or Subsidiary 2001 as at March 1, 2002 


DAVIDSIMIARTING eect eee tee a ere Loan Agreement $211,438 $212,315 
Chairman 


Name and Principal Position 


Ri EDWARD FLOOD vst stein oe ew oe Loan Agreement $ 63,431 
Director 


We loaned Messrs. Martin and Flood Cdn. $200,000 and Cdn. $60,000 respectively in January, 2001 to 
facilitate their exercise of warrants to purchase 50,000 and 15,000 of our common shares respectively. 
The loans bear interest at the Bank of Montreal prime rate as quoted from time to time and the loans 
were to mature on January 26, 2002. By a Directors resolution of January 9, 2002 the loans were 
renewed under the same terms and conditions and now mature on January 26, 2003. The loans are 
secured by a pledge of the 50,000 common shares owned by Mr. Martin and the 15,000 common shares 
owned by Mr. Flood. 
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PART IV 


ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K 


The following financial statements and exhibits are filed as part of this Annual Report: 


(a) 


us 


Financial Statements: 


Deloitte & Touche, LLP Auditors’ Report on Consolidated Balance Sheets of Ivanhoe Energy Inc. as 
at December 31, 2001 and 2000 and Consolidated Statements of Loss and Deficit and Consolidated 
Statements of Cash Flow of Ivanhoe Energy Inc. for the years ended December 31, 2001, 2000 and 


1999. 


Consolidated Balance Sheets of Ivanhoe Energy Inc. as at December 31, 2001 and 2000. 


Consolidated Statements of Loss and Deficit of Ivanhoe Energy Inc. for the years ended 
December 31, 2001, 2000 and 1999. 


Consolidated Statements of Cash Flow of Ivanhoe Energy Inc. for the years ended December 31, 
2001, 2000 and 1999. 


Notes to the Consolidated Financial Statements of Ivanhoe Energy Inc. for the years ended 
December 31, 2001, 2000 and 1999. 


Financial Statement Schedules: 


Supplementary Disclosures about Oil and Gas Production Activities (Unaudited) 


Exhibits 


3:4 


3.2 


4.1 


10.1 


10.2 


10.3 


Articles of lvanhoe Energy Inc. as amended to June 24, 1999 (incorporated by reference to 
Exhibits 1.1 through to 1.4 of Form 20-F filed with the Securities and Exchange Commission 
on February 28, 2000). 


Bylaws of Ivanhoe Energy Inc. (incorporated by reference to Exhibit 1.1 of Form 20-F filed 
with the Securities and Exchange Commission on February 28, 2000). 


Amended and Restated Convertible Loan Agreement dated August 4, 1999 between 
Ivanhoe Energy Inc. and Linyi Holdings Ltd. (incorporated by reference to Exhibit 3.2 of 
Form 20-F filed with the Securities and Exchange Commission on February 28, 2000). 


Funding and Participation Agreement dated August 1, 1998 between Ivanhoe Energy (USA) 
Inc. (formerly West Best Resources Ltd.) and Diatom Petroleum, Incorporated (incorporated 
by reference to Exhibit 3.3 of Form 20-F filed with the Securities and Exchange Commission 
on February 28, 2000). 


Exploration Agreement dated May 1, 1998 between Diatom Petroleum, Incorporated and 
Aera Energy LLC, as amended January 18, 1999, March 29, 1999, September 15, 1999, 
September 21, 1999 and April 5, 2000 (incorporated by reference to Exhibit 3.4 of 
Form 20-F filed with the Securities and Exchange Commission on February 28, 2000). 


Participation Agreement dated August 1, 1996 between Aera Energy LLC (formerly 
CalResources, LLC), Digital Petrophysics, Inc., lvanhoe Energy (USA) Inc. (formerly West Best 
Resources Ltd.) (as assignee of Texaco Exploration and Production Inc.) and Wood Oil 
Company, as amended December 11, 1998 and further amended October 13, 1999 
(incorporated by reference to Exhibit 3.5 of Form 20-F filed with the Securities and 
Exchange Commission on February 28, 2000). 
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10.4 


10.5 


10.6 


10.7 


10.8 


10.9 


10.10 


10.11 


10.12 


HORS 


10.14 


10.15 


10.16 


Participation Agreement dated February 15, 1999 between Aera Energy LLC, Ivanhoe 
Energy (USA) Inc. (formerly West Best Resources Ltd.), Diatom Petroleum, Inc. and 
Armstrong Resources, LLC, as amended September 9, 1999 and further amended 
November 15, 1999 (incorporated by reference to Exhibit 3.9 of Form 20-F filed with the 
Securities and Exchange Commission on February 28, 2000). 


Petroleum Contract for Kongnan Block, Dagang Oilfield of the People’s Republic of China 
dated September 8, 1997 between China National Petroleum Corporation and Pan-China 
Resources Ltd., as amended June 11, 1999 (incorporated by reference to Exhibit 3.15 of 
Form 20-F filed with the Securities and Exchange Commission on February 28, 2000). 


Exploration Agreement dated October 1, 1999 between Prime Natural Resources, LLC, 
Ivanhoe Energy (USA) Inc. and Aera Energy LLC (incorporated by reference to Exhibit 3.23 
of Form 20-F filed with the Securities and Exchange Commission on February 28, 2000). 


Service Agreement dated September 1, 1999 of CUE Management Consultants Limited 
(incorporated by reference to Exhibit 3.31 of Form 20-F filed with the Securities and 
Exchange Commission on February 28, 2000). 


Volume License Agreement dated April 26, 2000 between Syntroleum Corporation and 
Ivanhoe Energy Inc. (incorporated by reference to Exhibit 3.37 of Amendment No. 2 to 
Form 20-F filed with the Securities and Exchange Commission on July 24, 2000). 


Agreement dated May 11, 2000 between Discovery Operating, Inc., Don L. Sparks and 
Ivanhoe Energy (USA) Inc. (incorporated by reference to Exhibit 3.38 of Amendment No. 2 
to Form 20-F filed with the Securities and Exchange Commission on July 24, 2000). 


Consultancy Agreement dated June 2, 2000 between Ivanhoe Energy Inc. and M&A Oil 
Consultancy Limited (incorporated by reference to Exhibit 3.39 of Amendment No. 2 to 
Form 20-F filed with the Securities and Exchange Commission on July 24, 2000). 


Master License Agreement Amendment No. 1 dated October 11, 2000 between Syntroleum 
Corporation and Ivanhoe Energy Inc. (incorporated by reference to Exhibit 10.18 of 
Form 10-K filed with the Securities and Exchange Commission on March 16, 2001). 


Consulting Agreement dated November 15, 2000 between Ivanhoe Energy Inc. and 
Continental Energy Limited (incorporated by reference to Exhibit 10.19 of Form 10-K filed 
with the Securities and Exchange Commission on March 16, 2001). 


Employees’ and Directors’ Equity Incentive Plan (incorporated by reference to Exhibit 10.20 
of Form 10-K filed with the Securities and Exchange Commission on March 16, 2001). 


Agreement for the Sale and Purchase of Shares in Great Plains Petroleum (Cyprus) Limited 
and Global Petroleum (Cyprus) Limited dated August 10, 2000 between Kuban Petroleum 
Ltd., Ivanhoe Energy Inc. and Stesana Enterprises Limited (incorporated by reference to 
Exhibit 10.21 of Form 10-K filed with the Securities and Exchange Commission on 
March 16, 2001). 


Deed of Release dated August 10, 2000 between Ivanhoe Energy Inc., Kuban Petroleum 
Ltd., Tyumen Oil Company and Tyumeneftegaz (incorporated by reference to Exhibit 10.22 
of Form 10-K filed with the Securities and Exchange Commission on March 16, 2001). 


Agreement to Purchase shares of Digital Petrophysics, Inc. dated January 26, 2001 between 
Ivanhoe Energy (USA) Inc., William R. Berry Il and Deborah M. Olsen (incorporated by 
reference to Exhibit 10.23 of Form 10-K filed with the Securities and Exchange Commission 
on March 16, 2001). 
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10.17 


10.18 


10.19 


10.20 


10.21 


10.22 


10.23 


10.24 


10.25 


10.26 


O27. 


PAN el 
23 
25:2 
2353 


Memorandum of Understanding dated February 13, 2001 between PetroChina Company 
Limited and Sunwing Energy Ltd. to conduct a Joint Feasibility Study of Zitongxi and 
Zitongdong Blocks (incorporated by reference to Exhibit 10.24 of Form 10-K filed with the 
Securities and Exchange Commission on March 16, 2001). 


Memorandum of Understanding dated February 13, 2001 between PetroChina Company 
Limited and Sunwing Energy Ltd. to conduct a Joint Feasibility Study of Yudong Block 
(incorporated by reference to Exhibit 10.25 of Form 10-K filed with the Securities and 
Exchange Commission on March 16, 2001). 


Agreement and Operating Agreement dated 5 March 2001 between Discovery Operating, 
Inc., Don L. Sparks, W. Jeffrey Sparks, Kevin D. Sparks, C. Todd Sparks and Ivanhoe Energy 
(USA) Inc. with respect to oil and gas interests in Midland and Upton County, Texas. 


Participation Agreement dated 10 March 2001 between Hay Exploration, Inc. and lvanhoe 
Energy (USA) Inc. with respect to oil and gas properties in Elliott, Morgan and Carter 
Counties, Kentucky. 


Joint Study Agreement between Petro China Company Limited and Sunwing Energy Ltd. 
dated 29 March 2001, for the purposes of entering into Production Sharing Contracts on 
the Yudong block. 


Joint Study Agreement between Petro China Company Limited and Sunwing Energy Ltd. 
dated 29 March 2001, for the purposes of entering into Production Sharing Contracts on 
the Zitongxi and Zitondong blocks. 


Joint Venture Agreement and Operating Agreement dated 1 July 2001 between Union Oil 
Company of California and Ivanhoe Energy (USA) Inc. on the Cresslen Ranch Area, 
Henderson County, Texas. 


Joint Venture Agreement and Operating Agreement dated 1 October 2001 between Union 
Oil Company of California and Ivanhoe Energy (USA) Inc., in the Bossier Trend, Anderson, 
Freestone & Henderson Counties, Texas. 


Modification Agreement for Petroleum Development Contract for Kongnan Block, Dagang 
Oilfield, the People’s Republic of China, dated 24 October 2001. 


Amendment of Petroleum Contract for Petroleum Development and Production in Zhou 13 
Block, Daging Zhaozhou Oilfield, of the People’s Republic of China dated 28 December 
2001. 


Consulting Agreement dated 13 January 2002 between Ivanhoe Energy Inc. and Nahwan 
Trading LLC. 


Subsidiaries of lvanhoe Energy Inc. 
Consent of Gilbert Laustsen Jung Associates Ltd., Petroleum Engineers. 
Consent of Allan Spivak Engineering. 


Consent of Joe C. Neal & Associates. 


(b) Reports on Form 8-K: 


None. 
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SIGNATURES 


Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the 
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly 
authorized. 


IVANHOE ENERGY INC. 


By: /s/__E. Leon DANIEL 


Name: E. Leon Daniel 
Title: President and Chief Executive Officer 
Dated: March 14, 2002 


Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below 
by the following persons on behalf of the registrant and in the capacities and on the dates indicated. 


Signature Title Date 
/s/_ E. LEON DANIEL President, Chief Executive March 14, 2002 
E. Leon Daniel Officer and Director 


(Principal Executive Officer) 


/s/ JOHN O'KEEFE Executive Vice-President and March 14, 2002 
John O'Keefe Chief Financial Officer 

(Principal Financial and 

Accounting Officer) 


/s/ David Martin Chairman of the Board and Director March 14, 2002 
David Martin 
/s/ Rosert M. FRIEDLAND Deputy Chairman and Director March 14, 2002 


Robert M. Friedland 


/s/ JOHN A. CARVER Director March 14, 2002 
John A. Carver 


/s/ R. EDwarD FLoop Director March 14, 2002 
R. Edward Flood 


/s/ SHUN-ICHI SHIMIZU Director March 14, 2002 
Shun-ichi Shimizu 


/s/ HOwarRD BALLOCH Director March 14, 2002 
Howard Balloch 
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OFFICE LOCATIONS 
Corporate 

Suite 654-999 Canada Place 
Vancouver, BC 

Canada V6C 3E1 

604 688 7166 

604 682 2060 FAX 


Qatar 

Gulf Business Center 

5th Floor, HSBC Tower, Corniche 
P.O, Box 22810 

Doha, Qatar 

974 438 3888 

974 438 3863 FAX 


OFFICERS 
Leon Daniel 
John O'Keefe 
Pat Chua 

Gerry Moench 
Beverly Bartlett 


BOARD OF DIRECTORS 
David Martin (1) 

Robert Friedland 

Leon Daniel 

Howard Balloch (2) 
John Carver 

Edward Flood (1) (2) 
Shun-ichi Shimizu (2) 


(1) - Member of Compensation Committee 
(2) - Member of Audit Committee 


REGISTRAR AND TRANSFER AGENT 


CIBC Mellon Trust Company 
Vancouver, Canada 
604 688 4330 


INVESTOR INFORMATION 


Web site: www.ivanhoeenergy.com 


E-mail: info@ivanhoeenergy.com 


Houston 
281 565 7486 
281 565 7485 FAX 


MARKET LISTINGS 
Toronto Stock Exchange: IE 


CORPORATE 


Operations Calgary 

1200 Discovery Drive, Suite 301 Suite # 1900, 101-6th Avenue SW 
Bakersfield, CA 93389 Calgary, Alberta, Canada 

USA T2P 3P4 

661 869 2887 403 263 8088 

661 869 2820 FAX 403 237 6865 FAX 

Japan China 

8th Floor, Anwa Building Suite # 1900, 101-6th Avenue SW 
2-10 Kanda Tsukasa-cho, Chiyoda-ku Calgary, Alberta, Canada 

Tokyo, Japan 101-0048 T2P 3P4 

81 3 3258 3222 403 274 7853 

81 3 3258 3850 FAX 403 274 7853 FAX 


President and Chief Executive Officer 

Executive Vice President and Chief Financial Officer 
Executive Vice President 

Executive Vice President 

Corporate Secretary 


Chairman 
Deputy Chairman 
President and Chief Executive Officer 


Bakersfield Vancouver 
661 869 2887 604 688 8323 
661 869 2820 604 688 7168 


Nasdaq National Market: IVAN 
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